1997 
ANNUAL REPORT 


TALISMAN’S EXPLORATION AND OPERATIONS AREAS 


See emia 


NORTH SEA 


The North Sea presents Talisman with many exciting 
opportunities. The basin has a large inventory of 
undeveloped discoveries, exploration potential in proven 
and emerging plays and opportunities to enhance and 
extend the life of existing fields. 


In 1997, Talisman started development of the Ross oil field, 
and assumed full operatorship of Beatrice, Buchan and Clyde. 
The Company completed a number of asset transactions 
which increased our working interests in the highly prospective 
Moray Firth region. Highlights for | 997 include: 


INDONESIA 


Since acquiring a base in Indonesia in 1994, Talisman 

has doubled production through drilling and enhanced oil 
recovery and more than quadrupled proved reserves. 
Indonesia has a well-established oil industry and a growing 
natural gas sector. Our strategy in Indonesia is to exploit 
existing assets and search for significant new growth 
opportunities. Highlights for 1997 include: 


A oil and liquids production of 50,502 bbls/d, a 53% increase 
A natural gas production of !00 mmcfid, an | 1% increase 
A exploration and development spending of $267 million, 
double |996 levels 
A proved reserve additions of 50 mmbls of oil (271% 
of production) 


Major objectives for 1998 include first production from the 
Ross field, development approval for the Orion field and 
continued exploration and appraisal drilling in our core 
areas. We expect annual production growth of 20-25%. 


A record oil production of 28,458 bbls/d, a 26% increase 

A exploration and development spending of $233 million, 
a 221% increase 

A proved natural gas reserve additions of 121 bcf 


ALGERIA 


In recent years, Algeria has become one of the most prolific 
sources of large new oil discoveries in the world. 


The Company has a small interest in the giant Qoubba 
field in the northeast corner of Block 405, containing an 
estimated 22 billion bbls of oil in place, with development 
starting in 1998. Talisman’s fourth successful well was 
drilled at MLN and a plan of development will be 
submitted in 1998. 


Talisman expects to produce over 30,000 bbls/d of oil in 
1998. The start up of the Corridor Gas Project planned for 
September will add over | 10 mmcfid of natural gas at 
plateau production. Major expansion of the Corridor Gas 
Project appears likely as a result of the recent Sumpal 
discovery. Our target is to produce 50,000 boe/d or more 
from Indonesia within the next two-three years. 


CANADA 


Canada underpins Talisman’s growth strategy. This strong 
home base provides a dependable source of production and 
growth opportunities, as well as technical and operating 
expertise. Production records were achieved in seven core 
areas in Western Canada during the year. 


Talisman acquired Pembina Resources Limited late in 1997, 
adding over one million net acres of undeveloped land and 
approximately 20,000 boe/d of production. With Pembina, 
Talisman acquired a new core area in Ontario with a large 
land position and high netback production. Talisman now 
holds a total of 4.3 million net undeveloped acres of land in 
Canada. Highlights for 1997 include: 


A record oil production of 51,217 bbls/d, up 16% 

A natural gas production of 558 mmcfid, similar to the 
previous year 

A exploration and development spending of $412 million, 
up 26% 

A proved reserve additions of 58 mmbls of oil (326% 
of production) and 499 bcf of natural gas (245% 
of production) 

A a 91% success rate on 854 wells 

A a 70% increase in the number of successful gas 
wells to 217 

A domestic proved finding and development costs of 
$7.00/boe (five-year average $6.54/boe) 


With continued drilling success and increased spending on 
natural gas, Talisman plans to grow its domestic natural gas 
production by 150-200 mmcfid over the next two years. 
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Trinidad and Peru are high-potential exploration areas 
where Talisman is applying its knowledge of thrust and 
fold belts. 


Talisman conducted a bottom-cable, 3D seismic program 
in Trinidad during 1997 and plans to drill an offshore 
exploration well early in 1999. 


In Peru, Talisman holds a 20% interest in Block 66 in the 
Ene Basin. Acquisition and interpretation of seismic data 
is ongoing. 


CORPORATE PROFILE 


Talisman Energy Inc. is an independent, 
Canadian-based, international upstream oil and 
gas company. Talisman’s main business activities 

include exploration, development, production and 
marketing of crude oil, natural gas and natural gas 


liquids. The Company’s production comes from 
Canada, the North Sea and Indonesia. Talisman is also 
active in a number of high-potential international 
exploration areas, including Algeria, Trinidad and Peru. 


Talisman has a proven track record of successful 
exploration and development in core areas, supported 
by strategic acquisitions. The Company has consistently 
replaced its production through the drill bit while 
achieving competitive finding and development costs. 


Talisman (TLM) is a widely-held company listed on the 


Toronto, Montreal and Vancouver stock exchanges in 
Canada and the New York Stock Exchange in the United 
States. The Company currently has 109.6 million shares 


issued and outstanding and is included in the TSE 35 index. 


ABOUT THE COVER 


The cover depicts a 10,000-foot deep oil 

field as imaged by 3D seismic data. 

The two grey, intersecting cross 

sections are vertical views through 

the seismic data. The oil field lies near 

the top of the structure represented by the 
coloured relief map. Red indicates the high area, 
green, intermediate and blue, deep. The field is 
being produced through the wells shown in yellow. 
The flat surface represents sea level and water depths 
(blue being deeper water and green shallower), with 
the grid lines indicating subsurface petroleum and natural 
gas licenses. Talisman has been very successful applying 
new technology to improve the economics of its 
exploration and development programs. 
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HIGHLIGHTS 


> ay ee Se eis 1996 1995 
FINANCIAL (millions of Canadian dollars unless otherwise stated) 
Cash flow 697.4 502.3 
Net income 94.9 40.5 
EBITDA 719.8 557.3 
Exploration and development expenditures 556.9 378.5.) 
Total assets at December 31 3,757.4 3,040.3 
Long-term debt at December 31 898.7 906.0 
Shareholders’ equity at December 31 2,094.0 1,626.3 
Per common share (dollars) 
Cash flow 6.71 5.21 
Net income 0.91 0.42 
PRODUCTION (daily average production) 
Oil and liquids (bbls/d) 
Canada 51,217 44,301 40,643 
North Sea 50,502 33,038 18,778 
4 Indonesia 28,458 22,621 18,121 
__ Total oil and liquids 130,177 99,960 77,542 
Natural gas (mmcf/d) 
Canada 558 557 581 
North Sea 100 90 69 
‘Total natural gas 658 647 650 
Total (mboe/d) 203 171 147 
PRICES 
Oil and liquids ($/bbl) 
Canada 24.24 20.78 
North Sea 27.31 23.18 
Indonesia $03 27.22 23.76 
___ Total oil and liquids 25.93 22.06 
Natural gas ($/mcf) 
Canada 1.71 1:37 
North Sea : “ 3.37 3.63 
~ Total natural gas 1.94 1.61 
Shares outstanding at December 31 (millions) 109.6 109.1 96.7 
Number of permanent employees at December 31 945 79\ 750 
Sa) 
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Talisman achieved record levels of production, revenues and cash flow in 1997 for the fifth consecutive year, as a result 


of its successful development, exploration and acquisition activities. Major operating and financial highlights include: 


>PPPP PrP PP DP DP 


total revenues up 18% to $1.4 billion 


proved finding and development costs of $6.89/boe 


production of 203,000 boe/d, up 19%, with fourth quarter production of 235,000 boe/d 
oil production up 30% at 130,177 bbls/d and natural gas up slightly to 658 mmcf/d 


cash flow of $7.29 per share, an increase of 9%; total cash flow of $797.4 million 


net income of $0.70 per share, a decrease of 23%; total net income of $77.1 million 


a record 851 successful oil and gas wells, with a 91% success rate 


general and administrative expenses of $0.77/boe, down from $0.90/boe in 1996 


total capital spending of $1.7 billion; including $951 million on exploration and development 


record proved reserve additions of 194 mmboe, including 130 mmboe through the drill bit, replacing 262% of production 


At year end, Talisman’s long-term debt was $1.7 billion. Operating costs averaged $6.20/boe, a 35% increase, 


reflecting an increase in industry costs in Canada and higher fixed costs in the North Sea. 


In the fourth quarter of 1997, Talisman acquired Pembina Resources Limited at a cost of $605 million. The Pembina 


properties are expected to contribute about 20,000 boe/d of production in 1998. 


On October 16, 1997, Talisman listed on the New York Stock Exchange under the trading symbol TLM. 
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TLM —- Five Year Highlights 


Since becoming an independent, widely-held, Canadian oil and gas company in 1993, Talisman has grown both 
domestically and internationally to become one of the largest publicly-traded, upstream oil and gas companies 
in the world. Talisman has over 40 years of operating experience in Western Canada. 


The Company has built a large inventory of exploration and development projects, with both geographic and 
product diversity. Significant accomplishments between 1992 and 1997 include: 


A production growth from 37,000 boe/d to over 200,000 boe/d, a 40% annual increase 
an increase in cash flow per share from $1.72 to $7.29, a 33% annual increase 
growth in proved reserves from | 14 mmboe to 627 mmboe, a 41% annual increase 


consistent production replacement through the drill bit 


>> p> p> 


expenditures of $2 billion on exploration and development, $3 billion on corporate acquisitions, and $1 billion in 
asset purchases, swaps and sales 
A proved finding and development costs of $5.59/boe 


A a reduction in general and administrative expenses from $1.52/boe to $0.77/boe 


At the end of 1997, Talisman had a total capitalization of $6.5 billion, up from $760 million at the end of 1992. 


Natural Gas Oil & Liquids 1997 Netbacks 
Production Production Drilling Natural Gas Liquids 
mmcf/d mbbIs/d gross wells $/mcf $/bbl 
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EXECUTIVE 


BOB REDGATE, VICE-PRESIDENT, HUMAN RESOURCES AND CORPORATE SERVICES 

BRUCE WATERMAN, VICE-PRESIDENT, FINANCE AND CHIEF FINANCIAL OFFICER 

BOB MITCHELL, VICE-PRESIDENT, CANADIAN OPERATIONS 

TED BOGLE, VICE-PRESIDENT, EXPLORATION 

JIM BUCKEE, PRESIDENT AND CHIEF EXECUTIVE OFFICER 

NIGEL HARES, VICE-PRESIDENT, FRONTIER AND INTERNATIONAL OPERATIONS 

JACKIE SHEPPARD, VICE-PRESIDENT, LEGAL AND CORPORATE PROJECTS, AND CORPORATE SECRETARY 


JOE HORLER, VICE-PRESIDENT, MARKETING 
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President’s Letter to Shareholders 


In 1997, Talisman achieved a fifth consecutive year of 
record high production, revenues and cash flow. The 
hard work, technical skills and business acumen 
demonstrated by Talismans staff are the source of our 
success. I would like to thank all of our staff and welcome 
those who have joined us recently from Pembina. 


Last year set the scene for continuing growth in 1998, 1999 
and beyond with the commencement of the Ross oil field 
development in the North Sea, construction of the 
Corridor Gas Project in Indonesia, and the acquisition 

of Pembina Resources Limited. In addition, exploration 
success has led to the emergence of two new natural gas 
areas in Western Canada, exciting potential in the Moray 
Firth region in the North Sea, potential Corridor expansion 
and intended development of the MLN field in Algeria. 


Total production increased by 19% in 1997 and cash flow 
increased by $100 million, despite a 6% drop in oil prices. 


Net income totalled $77 million. Talisman ended the 
year with approximately $1.7 billion in long-term debt, 
or slightly above two times cash flow. 


We participated in over 900 wells worldwide in 1997, 
with a 91% success rate. Talisman added 130 mmboe 
of proved reserves through drilling, replacing 176% of 
production. Including acquisitions, we added a total of 
194 mmboe of new proved reserves. The ratio of our 
netbacks to our proved finding and development costs 
($6.89/boe) was a very respectable 1.8 times. 


Last year at this time, we announced our intention to 
acquire Wascana Energy. After a thorough review, we 
could not justify an increase to our original offer, 
especially given Wascana’s weighting towards heavy 

oil. Deciding that the timing was not appropriate for 
investment in heavy oil, we were ultimately rewarded 
for our patience when we acquired Pembina later in the 


STRATEGY 


The premise behind Talisman’s strategy is that hydrocarbons 
are a finite source of energy for which there are few 
alternatives. We believe that oil and gas demand will continue 
to grow as a result of increasing population and per capita 
income. The Company invests to gain control of large 
volumes of conventional hydrocarbons at the lowest cost. 
Successful implementation of the Company's strategy has 
increased share value by growing hydrocarbon production 


and, consequently, cash flow per share. 


Talisman is an upstream oil and gas company, focusing on 
regions with proven oil and gas potential and developed 
infrastructure. We also invest in select, high-potential 


international exploration plays for longer term growth. 


Talisman strives to establish high working interests and 
operatorship in order to control costs and to shorten the time 
between investment and production. The Company maintains 
an extensive inventory of development projects through 


exploration or acquisition, whichever is most cost effective. 


Basin and market diversity allows Talisman to select from 

a broad range of investment opportunities. Talisman will 
maintain and grow its Canadian base as a source of financial 
and operational strength, while the North Sea and Indonesia 
continue to provide significant growth opportunities. We also 
intend to build new core areas in less mature basins as 


attractive growth regions are identified. 


Talisman’s clear strategic objectives and focus enable us to 
quickly decide among investment opportunities. Coupled with 
our track record and size, this makes Talisman a partner of 
choice in many of the areas in which we operate. We 
continue to evaluate opportunities around the world and 
increasingly conclude that size is an advantage. The Company 
must be large enough to undertake sufficient exploration for 
success. Larger companies can accommodate a number of 


world-scale opportunities at one time. 


year. Pembina adds high netback 
natural gas and light oil, as well as 
a substantial undeveloped land 
base with several years’ worth of 
drilling opportunities. Pembina’s 
assets overlap Talisman’s in a 
number of core areas. 


In Canada, we continue to 
maximize the economic benefits 
of a large and diverse portfolio 

of opportunities. Several years 
ago, it became apparent that 
transportation costs in 
northeastern British Columbia 
would increase and we started 
building a large portfolio of 
lower-cost gas properties 
elsewhere. In 1998, approximately 
two-thirds of our Canadian budget 
will be directed at gas, up from 
one-half in 1997, with the majority 
of this spending in the Alberta Foothills, Greater Arch 
and Northern Plains. Talisman is well positioned to take 
advantage of additional natural gas export capacity and 
any strengthening of domestic gas prices. We expect 

to increase our Canadian natural gas sales by 75-100 
mmcf/d in each of 1998 and 1999. 


The North Sea was Talisman’s fastest growing area again 
in 1997, with a 53% increase in oil production. The 
transition to operatorship of five fields was completed 
smoothly and without incident. This is a credit to all of 
our UK staff. Operating and reservoir performance at 
Beatrice, Buchan and Clyde has been encouraging and 
we have acquired additional interests in and around 
these fields. However, the high fixed costs associated with 
these fields and the strong UK pound has resulted in a 
noticeable increase in average North Sea unit operating 
costs. We will reduce these unit costs over time by 
increasing production through Talisman’s operated 


Jim Buckee, in front of the New York 
Stock Exchange, October 16, 1997 
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facilities. Nevertheless, the North 
Sea was still the source of our 
highest netbacks in 1997. 


Talisman is well positioned in 
the North Sea, as we continue 
to build interests in the Moray 
Firth region and around our 
other core areas. The Moray 
Firth has emerged as one of the 
most exciting exploration areas 
in the North Sea. Talisman’s 
operated Ross oil field 
development in this area is on 
schedule to produce first oil in 
September 1998. Development 
approval was received in 1997, 
and our share of production will 
be 20,000 bbls/d. 


Our Indonesian operations were 
very successful again during 
1997. The Corridor Gas Project is on schedule for first 
production in September 1998, with Talisman’s share 
expected to be 110 mmcf/d when the first phase reaches 
plateau. Corridor gas will have high netbacks as a result 
of low operating costs, low initial royalties and prices 
based on the thermal equivalent of crude oil. All 
production will be marketed to a third party and 
revenues will be received by Talisman in US dollars. 


At the Tanjung waterflood project, production has 
increased from an initial 900 bbls/d to over 7,000 bbls/d 
in early 1998. Increasing volumes from the OK Block have 
resulted in quick recovery of cost pools and hence higher 
royalties; however, with production increases from 
Corridor and Tanjung, our average royalty rate will fall. 


The Indonesian currency crisis has had little impact on 
Talisman. All of our current production is sold in US 
dollars to the Indonesian state oil company, Pertamina. 
Indonesia relies on revenues from oil sales to generate 
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US currency and we are not anticipating any slow-down 
in oil-related activity due to the economic situation. 
Confident in our long-term future in Indonesia, Talisman 
signed a very prospective new Production Sharing 
Contract at Madura late in the year. 


OUTLOOK 


Oil prices have fallen 36% from the highs of 1997 to 
below US$16/bbl in February 1998, the result of mild 
weather, lower Asian oil demand, the potential for 
increased Iraqi production and continuing lack of 
restraint by the OPEC cartel. During this period of low 
prices, Iam confident that Talisman’s position is stronger 
than many of our upstream competitors. Talisman can 
not only weather the storm, but may be able to take 
advantage of it. We expect to spend about one billion 
dollars again in 1998, but will maintain flexibility in 
terms of how this capital is best deployed. 


The circumstances are more favourable today than in 1986 
when oil prices also fell dramatically. Spare productive 
capacity is 4% now compared to 15% then and interest 
rates are much lower. Oil and gas are non-renewable 
commodities that are destroyed in their use and constant 
reinvestment is required to meet increasing demand. 
Since reinvestment is likely to fall in the face of low 
prices, supply and demand both adjust, making prices 
inherently self-correcting. 


Heavy oil producers have been affected by the drop in 
prices more than most, to the point where some heavy 
oil netbacks are negative and drilling programs are 
being cancelled. Talisman has deliberately stayed away 
from heavy oil projects and as a result, less than 5% of 
our domestic production is below 19° API. Our average 
oil quality in Canada is 35° API, compared with 29° for 
the industry. 


The price of oil is subject to so many external and 
unpredictable events that it is notoriously difficult to 
anticipate short-term movements. While 1998 may be 
tough, our actions and spending are heavily weighted 
towards projects that come on stream in late 1998 
and 1999, when oil price fundamentals should 
reassert themselves. 


On the other hand, the fundamentals for domestic gas 
are strengthening. Increased export pipeline capacity 
will, in turn, increase potential demand while supply 
appears to be lagging both in Canada and the US. Our 
increasing domestic gas supply is well-timed. 


Our operating experience, technical skills and financial 
strength allow Talisman to compete successfully in both 
Canada and in the international arena. Last year 
provided excellent proof of this as shown by the ability 
to manage Ross, Corridor and Pembina concurrently, 

in addition to achieving record drilling results. 


Although the industry may experience low oil prices in 
1998, we will continue to invest in our major projects. As 
this spending ends and production comes on stream in 
late 1998, it will set the stage for a very rewarding 1999. 
By that time, oil prices may well be strong. 


We have enough momentum to provide 15-20% growth 
from known projects for at least the next two to three 
years. As a result, I believe our shareholders and staff 
can have confidence in Talisman’s future. 


Blue 


James W. Buckee 
President and Chief Executive Officer 
March 4, 1998 
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Canada’s large and diverse portfolio of opportunities continues to underpin Talisman’s successful growth 


strategy. This strong home base provides us with a dependable source of low-cost production and 


opportunities. We will continue to build our high working interest position in and around core properties 


through asset trades, Crown land sales and acquisitions. Talisman’s Canadian operations also provide a 


source of technical and operating skills, which we can transfer to our other operations around the world. 


Several years ago, we began diversifying our portfolio of gas opportunities as transportation costs in 


northeastern British Columbia started to increase. During this period, Talisman built up a large 


inventory of relatively low-cost gas prospects while focusing on oil development. Consequently, our 


gas production volumes have 
declined slightly while oil 
volumes have increased 
significantly. 


Talisman continues to . 
achieve low finding and 
development costs while 
growing reserves through 
the drill bit. The Company 
has a large inventory of 
exploration and development 
prospects in Canada which 
should deliver 10-15% annual 
production growth over the 
next two to three years. 
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perationally, Talisman 

had an extremely 

successful year. Our 
1997 Canadian production of 
107,346 boe/d was 7% higher 
than 1996, with new records at 
Chauvin, Carlyle, Greater Arch, 
Northern Plains, Alberta Foothills, 
Lac La Biche and Shaunavon. The 
Company replaced 149% of its 
Canadian production through 
the drill bit and finding and 
development costs averaged 
$7.00/boe. 


Talisman acquired Pembina in late 
1997 at a cost of $605 million. 
Pembina adds over one million net 
acres of undeveloped land and will 
contribute approximately 20,000 
boe/d of production in 1998. 


Oil production increased 16%, 

led by 20% growth at Chauvin and 
Carlyle. Talisman has avoided 
heavy oil projects and, as a result, 
less than 5% of our domestic oil 
production is below 19° API. 
Talisman’s Canadian oil quality 
averages 35° API versus an 
estimated 29° for the industry. 


Total domestic gas production was 
unchanged in 1997. Declines at 
some non-operated properties and 
poor performance at the utility 
owned and operated Pine River gas 
plant in northeastern British 
Columbia were offset by growth 
from the Alberta Foothills, Greater 
Arch and Northern Plains. Talisman 
drilled 97.1 net natural gas wells in 
1997, an increase of 63% from the 
prior year, adding 2.7 bcf of proved 
reserves per well, more than double 
the industry average. 


In 1997, exploration and 
development spending totalled 
$412 million, an increase of 26% 


CANADA HIGHLIGHTS 1996 ie75 
Production 
Oil and liquids (bbls/d) FP WA 44301 40,643 
Natural gas (mmcf/d) 558 ers 58 | 
Total production (boe/d) 107,346 100,016 98,656 
Proved reserves 
Oil and liquids (mmbls) 155.4 115.1 104.5 
Natural gas (bcf) 1,846.7 Do lt | 2004. 
Total reserves (mmboe) 345.8 D7O2 259.5 
Capital expenditures (millions of dollars) 
Exploration ile 89.7 
Development 236.| 153.0 
Total capital expenditures 
1996 
Drilling (number of wells) Gross Gross Net 
Oil 558 ai 23 he2: 
Gas 217 128 74 
Dry 79 60 36.| 
Total wells drilled 854 605 326.7 
Land holdings (acres) Gross Gross Net 
Developed 2,774,600 1,253,400 | 2,075,800 714,720 
Undeveloped 10;737,200 » ©4,261,800.| 7,139,346. 2,773,598 
Total acreage 1355 11,8005 5,515;200)] 92151465 03488 36 


Details can be found under “Supplementary Information.” 


!0 mcf of natural gas equals one boe in Western Canada; six mcf of natural gas equals one boe in Ontario. 


from the prior year. The Company 
drilled a record 439 operated and 
415 non-operated wells and 
achieved a 91% success rate. 


Operating costs averaged $4.26/boe, 
an increase of 17%, reflecting a 
general increase in industry costs 
and higher gas processing fees. 
With the addition of higher cost 
Pembina production, fourth quarter 
operating costs averaged $4.60/boe. 
After implementing cost reduction 
initiatives on the Pembina 
properties, we expect to be able to 
reduce the current level of unit 
costs in 1998. 


In the past two years alone, we have 
made 150 asset transactions valued 


at over $200 million. We have 


announced our intention to sell or 
swap about 3,000 boe/d of non-core 


production in 1998, if market 
conditions are suitable. 


Planned exploration and 


development spending for 1998 


is approximately $400 million. 
Talisman will continue an active oil 
program in its core operating areas. 
However, two-thirds of the 1998 
capital program will be directed at 
gas opportunities, focusing on the 
Alberta Foothills, Northern Plains 
and Greater Arch areas. 


With Talisman’s large prospect 
inventory, land holdings, drilling 
success records and additional 
production from Pembina, we plan 
to grow natural gas production by 
150-200 mmcf/d during the next 
two years. 


The Company plans approximately 
700 wells during 1998, with 
production increasing by 10-15%. 


Talisman’s core Saskatchewan 
properties produce about one-third 
of our Canadian oil production. 
Talisman operates in southeastern 
Saskatchewan, around Carlyle, and 
southwestern Saskatchewan, near 
Shaunavon. 1997 was the fifth year 
of an expanding and very successful 
drilling program at Carlyle, Talisman’s 
largest domestic oil property. 
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A total of $67 million was spent at 
Carlyle, where the Company drilled 
94 development and 11 exploration 
wells, with an 89% success rate. Of 
this total, 28 wells were horizontal, 
most with multiple arms, reaching 
distances of up to 1,000 metres. 
Wapella was the most active area in 
Carlyle, with three exploration and 
38 development wells drilled and an 
85% success rate. The Company’s 
application of downhole water 
separation technology was 
successfully tested at Carlyle 
during the year. 


Oil production at Carlyle increased 
by 16% to average 13,041 bbls/d. We 
have continued to build our land 
position in the area through swaps 
and purchases, and now hold over 
800,000 net acres of undeveloped 
land in southeastern Saskatchewan. 
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- Saskatoon 


Talisman participated in three deep, 
sub-Mississippian wells, resulting in 
one oil discovery. During 1997, the 
Company added approximately 
290,000 net acres of exploration 
land associated with this play. 
Talisman’s deep exploration 
program will expand, with up to 
seven (net) wells planned for 1998. 
The Ordovician and Cambrian deep 
oil plays represent a long-term 
growth opportunity for the 
Company in Saskatchewan. On 
April 1, 1998, approximately 40% of 
the deep rights held by industry will 
revert to the Crown. This will affect 
less than 3% of Talisman’s acreage 
in the province; however, it will 
provide significant opportunities 

to acquire new acreage. 
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At Shaunavon in southwestern 
Saskatchewan, we spent $10 million 
and drilled 27 wells with a success rate 
of 96%, increasing production by 16%. 


Plans for Saskatchewan in 1998 
include drilling 75-80 wells, of 

which approximately 25-30 will be 
exploration wells. Carlyle will 
continue to be the most active area in 
1998, with the focus on development. 


Chauvin 


At Chauvin, we continue to increase 
production rates and oil recovery. 
Talisman has high working interest 
land holdings in the area, as well as 
extensive pipeline and custom 
treating facilities. The Company 
drilled a record 126 wells at Chauvin 
in 1997 (including 12 horizontal 
wells and nine exploration wells), 
with a success rate of 98%. This is 
the largest number of wells we have 
drilled in a single year in the 40-year 
history of the field. Total spending 
was $58 million. The drilling 
program, combined with continued 
reservoir optimization, increased 
production by 26% to a record 

7,125 bbls/d, with a substantial 
increase in reserves. 


A large number of wells were 
drilled on lands acquired in 1996 
and early 1997. Of note was the 
Chauvin Town Project which 
involved drilling horizontal wells 
from pads to minimize the impact 
on the environment and the 

local community. 


The Chauvin pipeline system 
underwent a major expansion in 
late 1997, increasing capacity by 
17% to 46,500 bbls/d. 


Plans for 1998 focus on continued 
drilling in the area, with 60-70 
development and five-10 
exploration wells. 


Canadian Oil Production 


Average working Production 
Oil and liquids (bbls/d) interest (%) (? (997, 1996 LS 
Carlyle 76 13,041 ee 8,326 
Chauvin 2 7,25 5,638 oe 
Shaunavon 62 3,600 6074 2,708 
Warburg 68 3,396 HBC Day), 
Greater Arch V7, 2,68 | LN) |,906 
Northern Plains 100 15337 598 266 
West Central Plains 1d 1,148 | A489 37s 
Pembina Properties 65-70 2,64 ~ - 
Syncrude |.25 2,536 DS DSVe), 
Other ~ S572 A225 16,356 
Total BI 207, 44,301 40,643 


Talisman operates approximately 72% of its production. 


(!) Average working interest at December 31, 1997 in Talisman-operated properties only. 


(2 


Greater Arch 


The Greater Arch is a multi-zone 

oil and gas area with extensive 
infrastructure. Talisman’s natural gas 
properties in the Greater Arch area 
include Pouce Coupe, Belloy and 
Teepee and its oil properties are at 
Clairmont, Progress and Rigel. With 
current production at 13,000 boe/d, 
77% of which is natural gas, the 
Greater Arch is becoming Talisman’s 
largest core area in Canada. The 
rapid growth over the past two years 
is the result of expanding and 
successful exploration and 
development programs. 


Spending increased 41% in 1997 to 
$56 million with Teepee and Belloy 
as the major areas of activity. 
Production increased 17%, to 
10,890 boe/d. Talisman drilled 44 
wells (including 26 exploration 
wells) with a success rate of 77%. 
Talisman has a large undeveloped 
land position in the area, which 
increased by over 125,000 net acres 
in 1997, including significant 
additions from Pembina. 


Teepee production increased 100% 
from 1,747 boe/d in 1996 to 3,486 


) Reflects production from the acquisition date divided by 365 days. 


boe/d in 1997. The Talisman- 
operated Teepee plant was 
debottlenecked to increase its raw 
gas capacity from 30-45 mmcf/d. A 
significant oil discovery was made at 
Teepee (TLM 50%), testing at 1,055 
bbls/d. Four subsequent wells have 
been drilled to delineate the pool. 


At Belloy, production increased 
from 6.0 mmcf/d in July 1996 to 
20.8 mmcf/d in December 1997. 
Seven gas wells were drilled in 
multiple zones. 


Plans for 1998 include drilling 
60-70 wells and expansion of 
plant capacity at Teepee. 


Alberta Foothills 


The Alberta Foothills represents a 
new and expanding core gas area 
for Talisman. With our technical 
expertise, land holdings and 
proximity to infrastructure, this 
area continues to provide major 
opportunities for growth. This 

is a complex region with deep, 
low-porosity reservoirs; however, 
pool sizes are large with high 
quality natural gas. 


Drilling Summary 


Success 

Area Oil Gas Dry Total rate (%) 
Chauvin 124 - 2 126 98 
Carlyle 93 - 12 105 89 

Lac La Biche = 5// 15 WD V2 
Greater Arch 12 DD 10 44 Vi, 
Shaunavon 26 = ey, 96 
Warburg 23 = 24 96 
Alberta Foothills = 4 = 4 100 
Monkman - 3 | 4 ip 
Northern Plains - 3 | At 5 
Pembina I 8 g 13 Ue 
Other 12 3 | 16 94 

Total operated DoD 100 47 439 89 
Total non-operated 266 TW 32 als Dn 
Total gross wells 558 ANA 79 854 9 | 
Total net wells 283.0 Disk 46.0 426.| 89 


During 1997, the Company 

spent $34 million in the area, 
participating in 11 wells (four 
operated) with a 91% success rate. 
The program focused on Lovett 
River, Cordel and Stolberg. 
Production increased to 17.6 
mmcf/d with an exit rate of 19.7 
mmcf/d. The Lovett River program 
was started in 1997 with three 
horizontal wells which will be tied 
in during 1998. The Lovett River 
well 14-10 (TLM 100%) tested at 22 
mmcef/d. At Cordel, two horizontal 
wells tested at rates in excess of 

10 mmcf/d each, and are currently 
on production. 


The 1998 program will continue 

to focus on operated properties at 
Lovett River and Cordel with plans 
to drill 10-15 wells, expand plant 
compression and pipeline capacity 
at Stolberg and build a gathering 
system and pipeline from Lovett 


River to the Hanlan Robb gas plant. 


This is expected to provide 
significant production growth 
in late 1998. 


Monkman 


Monkman is Talismans largest 
natural gas property. We have a large, 
high working interest land base in 
the area and operate extensive gas 
gathering and dehydration facilities. 


The Company spent $32 million in 
1997, drilling four wells (including 
three wells at Murray River), with a 
75% success rate. The most 
significant discovery was Murray 
a-2-B, which tested at 53 mmcf/d 
(TLM 29%). A new 90 mmcf/d raw 
gas dehydration facility at Murray 
River started operations in 
December (TLM 25%). 


Production for the year averaged 
116.9 mmcf/d, down 14% from 

the previous year. Volumes were 
affected by an extensive shut down 
at the utility-owned Pine River gas 
plant during the third quarter. 
Talisman has additional natural gas 
production potential at Monkman; 
however the Pine River plant is 
currently operating at capacity. 
The Company continues to assess 
technology to lower the acid gas 
content of our production. 
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Plans for 1998 include drilling two 
to three wells. 


Northern Plains 


Talisman has participated in a 
number of significant oil and gas 
discoveries in Northern Plains over 
the past three years. This is a very 
prospective exploration area 

for both natural gas and associated 
liquids. The Pembina acquisition 
provides excellent synergies in 

this area in terms of both land 

and facilities. 


Spending in 1997 totalled $14 
million and Talisman drilled four 
operated wells, resulting in a very 
respectable 75% success rate in this 
moderate exploration risk area. The 
Company participated in three 
successful wells in the Chinchaga 
area where one horizontal oil well 
tested at rates of 3,000 bbls/d. One 
well (TLM 60%) tested at 16 mmcf/d 
and is currently on production. 
Talisman’s gas production averaged 
24.9 mmcf/d, with liquids 
production of 1,337 bbls/d. 


Five to seven wells will be drilled in 
1998, with activity focused in the 
Snowfall-Chinchaga area. 


Lac La Biche 


Talisman has extensive land 
holdings and infrastructure in the 
Lac La Biche shallow gas region, 
which is our lowest-cost, operated 
area. In 1997, we spent $28 million 
drilling 72 wells with a 79% success 
rate. This included three horizontal 
wells, which were Talisman’s first 
in the area. Production increased 
5% to 76.8 mmcf/d. 


We expect to drill 40-50 wells in 1998 
(including 14-18 horizontal), and to 
add compression and infrastructure. 
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PEMBINA 


On September 30, 1997, Talisman signed a share purchase 


agreement to acquire Pembina Resources Limited. The cost 
of the transaction was $605 million and we acquired 
approximately 56 mmboe of proved and 46 mmboe of 
probable reserves. Talisman’s proved finding, development 
and acquisition costs shown on page 68 attribute the full 
cost of Pembina to proved reserves. However, on a proved 
plus half probable basis (excluding the value of undeveloped 
land and other assets), Talisman paid approximately 
$6.50/boe for Pembina. 


Pembina provides a significant developed and undeveloped 

land position in several highly prospective areas in Western 

Canada, adding 500,000 net undeveloped acres. In Ontario, 

we acquired 600,000 net undeveloped acres. Pembina adds Drilling on Lake Erie 
approximately 10,000 bbls/d of high-quality 39° API oil and 


Pembina’s high netback Ontario assets also offer 
90 mmcf/d of natural gas production. Talisman will operate 


considerable upside potential. The offshore gas acreage is 
approximately 75% of this production. : 

largely undeveloped and Talisman plans to carry out an 
Pembina’s major properties in Western Canada include extensive infill drilling program on Lake Erie, utilizing 
Windfall, Chinchaga, Cranberry, Turner Valley and Ferrier. Pembina’s drilling facilities. An onshore oil development 
Talisman has developed drilling plans for these areas, of drilling program is also underway with a focus on infill 


which many are already underway. drilling and horizontal well technology. 
Y Y y: & Y: 


Aver ‘king Product 
Talisman’s major asset in this multi- a dae he cue 
zone oil and gas region is the Edson Natural gas (mmcf/d) interest (%) (? 1997 ES i925 
natural gas plant. The Pembina Monkman 60 116.9 }35.2 144.1 
acquisition adds extensive high- Greater Arch 79 82.| 69.8 58./ 
interest lands in the Windfall area Lac La Biche 83 76.8 73.1 69.9 
to the northwest of Edson. West Central Plains re 66.2 75.6 83.8 
nes ae Northern Plains 92 24.9 Weai eet 

The Company spent $14 million in 

. : F ; Alberta Foothills 100 17.6 8. | 40 
1997, including a major expansion ae on ree — 
at Edson which doubled its liquids ASUIBIE REGAN ae zm rs 
capacity. The adjacent Apetowun ee : - 150. _178.0 208. | 
well (TLM 70%) discovered Total 557.8 957.2 981.0 
significant gas reserves in a Devonian Talisman operates approximately 69% of ts gas production. 


(1) Average working interest at December 31, 1997 in Talisman-operated properties only. 
g g y 


pinnacle reef. The well flowed on test io 


at 53 mmcf/d and should be tied into 
Edson at a rate of 15-20 mmcf/d by 
the fourth quarter of 1998. Edson plant and extend some 200 completion of these pipelines in the 


Reflects production from the acquisition date divided by 365 days 


: F kilometres to the northwest. A second quarter of 1998, raw gas 
Talisman reached an agreement with q 8 


Pet second gathering system will throughput at Edson is expected to 
a pipeline company to construct the ' 
Central Foothills Gas Gathering connect Edson with gas properties double to approximately 225 mmcf/d, 
70 kilometres to the south. Following bringing the plant to full capacity. 


System which will connect to the 
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Talisman-operated Beatrice platform in the North Sea 


Strategy & Objectives 


The North Sea continues to provide Talisman with numerous opportunities. The basin 
has a large inventory of undeveloped discoveries, exploration potential in proven and | 
emerging plays and opportunities to enhance and extend the life of existing fields. 


Over the past three years, Talisman has almost doubled its reserves, more than 
doubled production and now operates 45% of its oil production in the North Sea. 
Talisman’s strategy has been to build core operated areas that have both exploration 
and development potential, near existing infrastructure. 


Talisman has moved rapidly to 


implement work programs in Oil & Liquids Natural Gas Proved 
Production Production Reserves 


its core areas, particularly in ee rovnefii ee 


the Moray Firth region. 
50.5 100 165 


Major objectives for 1998 90 Pe 
include production start up 
of the Ross oil field, 
69 
33.0 
en 
15 


exploration drilling in our 
94 95 96 97 94 95 96 97 94 95 96 97 


development approval for the 
Orion field as a satellite to 
Clyde and continued 


core areas. We expect to 138 


provide significant reserve 
growth through the drill bit in 


1998 and beyond, and annual a 


production growth of 20-25%. 
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ineteen ninety-seven was 

a very active year in the 

North Sea for Talisman 
with the commencement of Ross 
oil field development, successful 
operations at Beatrice, Buchan 
and Clyde, and further extension 
of our core areas. This included the 
acquisition of additional interests 
in the Blenheim and Bladon 
producing fields late in the 
year. Talisman’s 1997 North Sea 
production averaged 67,200 boe/d, 
a 40% increase over 1996. 


Oil production was up 53% as 
Talisman increased its interests 
and production from the Beatrice, 
Buchan and Clyde fields. North Sea 
natural gas production increased 
11% from 1996, in spite of mild 
weather which reduced gas 
demand, with a full year of 
production from the Trent and 
Tyne gas fields. 


Talisman has built up a substantial 
acreage position in the highly 
prospective Moray Firth area. (See 
map on page 18.) Anumber of 
significant oil and gas discoveries 
have been announced in the region 
over the past 18 months. These 
include the 1996 oil discovery at 
Hannay (8,647 bbls/d), a 41.5 
mmecf/d gas discovery at Goldeneye 
(TLM 15%) and a 40 mmcf/d 
discovery at 14/26a (TLM 25%). This 
will be an active area for Talisman 
in 1998 with the Ross oil field 
development, an appraisal well at 
Cromarty, drilling at 13/26a anda 
possible appraisal well at 14/26a. 


The high fixed costs associated with 
a number of fields, and the strong 
UK pound, resulted in a noticeable 
increase in average North Sea unit 


NORTH SEA HIGHLIGHTS 1996 995 
Production 
Oil and liquids (bbls/d) 50,502 33,038 18,778 
Natural gas (mmcf/d) 100 90 69 


Total production (boe/d) 


48,077 30,35 | 


67,200 


Proved reserves 
Oil and liquids (mmbls) 
Natural gas (bcf) 


103.8 71.8 3) 
364.3 418.3 3514 


Total reserves (mmboe) 


164.5 aul OF.7 


Capital expenditures (millions of dollars) 


Exploration 28.| EDS 
Development 96,7 28.7 
Total capital expenditures 
1996 
Drilling (number of wells) Gross Net 
Oil 16 és 
Gas 7 2 
Dry 8 23 
Total wells drilled 3| ao 
Land holdings (acres) Gross Net Gross Net 
Developed 85,825 19,580 cee es 25,356 
Undeveloped 1,759,493 481,499 | 2,640,751 621,586 
Total acreage 1,845,318 5010/9510 2,735,463 646,942 


Details can be found under “Supplementary Information.” 


Six mcf of natural gas equals one boe. 


operating costs. We will reduce these 
unit costs over time by increasing 
production through Talisman’s 
operated facilities. Nevertheless, the 
North Sea was still the source of our 
highest netbacks in 1997. 


Exploration and development 
spending totalled $267 million, 
more than double 1996 levels. Most 
of this increase was associated with 
Ross ($89 million) and Beatrice, 
Buchan and Clyde ($45 million). 
The Company participated in 33 
wells in 1997 with an 88% success 
rate. Proved reserves increased by 


16% due to the transfer of a portion 
of Ross reserves from probable to 
proved, and increases due to 
reservoir performance at Beatrice, 
Buchan and Clyde. 


Estimated capital spending for 1998 
is $400 million. The largest share of 
this spending is attributable to Ross 
development, the proposed Orion 
field development and exploration 
and appraisal drilling. With Ross 
start up in September, we expect a 
20-25% increase in our average 
1998 production. 


Scotland 


Aberdeen 


Talisman increased its ownership 
in Beatrice to 100% during the year, 
up from the original 43% acquired 
in 1996. There are a number of 
opportunities to increase oil 
recovery at Beatrice through 

infill drilling and alterations to 

the waterflood. 


Spending in 1997 totalled $18.5 
million. Talisman conducted a new 
3D seismic survey during the year 
and production performance has 
been encouraging. Reconfiguration 
of water injection in two wells has 
seen productive capacity increase 
from 9,000 to 11,000 bbls/d. Further 
opportunities to enhance the 


waterflood will be pursued in 1998 
and an infill drilling program will be 
prepared after interpretation of the 
seismic data. 


At the Nigg terminal, storage and 
offloading for third-party oil 
production from the Captain Field 
commenced in March, offsetting 
the operating costs of the terminal. 
This revenue is included with other 
revenue in the financial statements. 


The 1998 capital program includes 
plans to drill two-three sidetrack 
wells, upgrade the water treating 
facilities and enhance the 
waterflood pattern. In addition, we 
continue to pursue a number of 
cost reduction initiatives. 
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Clivde Area 
VwiYde Area 


Clyde contains a number of 
opportunities to enhance 
production and recovery through 
horizontal drilling. A total of $19.9 
million was spent during 1997, 
which included two horizontal 
sidetrack wells with initial 
production rates of 7,500 bbls/d 
and 2,800 bbls/d. At year end, a 
third horizontal sidetrack well 
was in progress. 


As a follow up to the successful 1997 
program, three new horizontal 
sidetrack wells are planned for 1998. 


In April 1997, Talisman acquired an 
additional 18.75% interest in the 
undeveloped Orion field, adjacent 
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to Clyde. Orion's estimated 
probable gross reserves total 20 
mmboe. In 1998, we increased our 
interest to 86.25% and are currently 
in the process of obtaining 
operatorship. In 1998, Talisman will 
apply for approval to develop Orion 
with a subsea tieback to the Clyde 
platform. We expect to drill one well 
and start facilities modifications at 
Clyde in 1998. First production is 
planned for 1999. 


Buchan Area 


As a result of 3D seismic analysis at 
Buchan, and a new interpretation 
of faulting in the field, there is the 
potential to increase estimates 

of original oil in place. When 
completed, this analysis is expected 
to provide additional exploitation 
opportunities. 


A stepout well to the 1996 Hannay 
oil discovery (8,647 bbls/d), eight 
kilometres north of Buchan, is 
planned in 1998. There have been 
a number of recent, substantial oil 
and gas discoveries to the north 
and west of Buchan and Hannay. 
In early 1998, Talisman participated 
in an appraisal well at Goldeneye, 
20 kilometres west of Buchan. The 
20/4b-6 well (TLM 15%) tested at 
a rate of 41.5 mmcf/d and 2,055 
bbls/d of liquids. 


Brae Area 


Talisman has interests ranging from 
13-20% in seven producing fields in 
the Brae complex: South Brae, Central 
Brae, West Brae, Sedgwick, North 
Brae, Beinn and East Brae. This area 
has significant further exploration 
and development potential. 


North Sea Production 


Talisman operates approximately 40% of its production. 
(1) Working interest at Beatrice increased from 68% to |00% in the second half of 1997. 


The Transocean Discoverer currently drilling at Ross 


Average working Production 

Oil and liquids (bbls/d) interest (7%) 1996 12> 
Clyde 5) 46| - 
Beatrice 100 (!) 227, - 
Buchan 86.08 2,042 _ 
Blenheim and Bladon 68.2-|00 Syanlict _ 
Brae Area |3,1-20 | 6,067 18,669 
Wytch Farm 495 3) 74: = 
Other 2.5-3.2 3,653 109 
Total 33,038 18,778 

Natural gas (mmcf/d) 
Brae Area I Spleler 578 48.4 
Netherlands 5.4-10.25 Dow. ZO 
Trent and Tyne 20 Sh = 
Other - 2D = 
Total 90.2 69.4 
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A total of $42.9 million was spent in 
1997, including seven successful oil 
development wells and one dry and 
abandoned exploration well. West 
Brae and Sedgwick commenced 
production in October and, at year 
end, were producing approximately 
1,400 bbls/d, net to Talisman. 


Eight wells are budgeted for 1998 in 
the Brae area. A pre-development 
well is planned for the Braemar 
discovery, with development 
sanction expected late in the year, 
and first production planned 

for 2000. 


In the fourth quarter of 1997, 
Talisman acquired a 100% interest 
in the small Bladon field, increased 
its interests in the Blenheim field to 
68% and assumed operatorship. 
There are a number of low-risk 
exploration prospects in the area 


with the potential to extend the 
field life of Blenheim and Bladon. 
We plan to drill one exploration well 
in the area in 1998. 


Continued development and infill 
drilling of these properties resulted 
in an 8% increase in oil production 
to 9,380 bbls/d in 1997. A milestone 
was reached at Wytch Farm with 
completion of a 10-kilometre 
extended reach well. Capital 
expenditures in these fields in 

1997 were $9.6 million. 


Talisman has interests in the UK 
and Netherlands sectors of the 
Southern North Sea. Production 
from the region increased in 1997 as 
a result of startup of the Trent and 
Tyne fields in November 1996. 


Talisman has interests in three 
gas discoveries in Blocks 43/21 
and 43/22. An appraisal well, 
43/21-4, was drilled and tested 
at 10 mmcf/d on one of the 
discoveries in 1997. Another well, 
43/22-1, was re-entered and 
fractured successfully, raising 
production capacity from 12 
mmcef/d to 18 mmcf/d. In the 
current UK gas price environment, 
these results do not warrant 
immediate development. A 
change in gas price expectations 
or development of other gas 
discoveries in the area may 
change this view. 


In the Netherlands, the K5a-EN field 
was brought on production as an 
unmanned satellite to the existing 
K4/KS field in 1997. In 1998, three 
appraisal wells are planned to test 
neighbouring fault blocks to the 
K4/KS5 field. 
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ROSS AREA 


Talisman has a significant, operated position in this highly 
prospective core area, including a 52% operated interest in the 
Ross oil field development. The field was initially discovered in 
1981, and delineated with 10 exploration and appraisal wells. 
Talisman acquired its interests in August 1996, and 
development sanction for the field was received in June 1997. 
The field will be developed using a Floating Production Storage 
and Offloading (FPSO) vessel and shuttle tankers will be used 
to export the oil to market. At the end of 1997, drilling was in 
progress using two drilling rigs. We plan to complete six 
development wells by the end of 1998. Production is due to 


start in September 1998, with Talisman’s share expected to be 
20,000 bbls/d. Talisman spent $89 million in 1997, and expects 
to spend $129 million in 1998. 


Also in the Ross area, Talisman holds a 49% operated interest 
in the Phoenix gas condensate discovery, a 55% operated 
interest in the Cromarty gas discovery and interests ranging 
from 10-50% in six other blocks nearby. Talisman acquired a 
25% interest in Block |4/26a in late 1997, and the 14/26a-6 well 
tested at 40 mmcf/d in early 1998. 


We will continue our exploration and appraisal program 

in the Ross area in 1998, with at least one exploration well 
and an appraisal well to test significant upside on the Cromarty 
gas discovery. 


The Ross FPSO, Bleo Holm, under tow on the River Clyde. 

This vessel is currently being outfitted with topsides. The Bleo 
Holm has capacity to store 650,000 bbls of crude oil, offloading 
31,500 bbls per hour. 
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IN DONES IA 


The Corridor Gas Plant nearing completion 


Strategy & Objectives 


Since acquiring a base in Indonesia 
in 1994, Talisman has doubled 
production through drilling and 
enhanced oil recovery and more 
than quadrupled proved reserves. 
Indonesia has a well established oil 


industry and a growing natural gas a fies oes 
roduction Reserves 
sector. Our strategy in Indonesia is mbbIs/d mmboe 
to exploit our existing assets and 28.5 117 
search for significant new growth 
opportunities. 
26 94.3 
Talisman expects to produce over 
30,000 bbls/d of oil in 1998. The 18.1 
start up of the Corridor Gas 
Project planned for September 
will add 110 mmcf/d of natural 
gas at plateau production. Major 
expansion of the Corridor Gas — inte 
Project appears likely as a result of “4 
the recent Sumpal discovery. Our 
production is expected to exceed 
50,000 boe/d from Indonesia within 94 95 96 97 94 95 96 97 


the next two-three years. 
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alisman’s Indonesian 

operations were very 

successful again during 
1997. The Corridor Gas Project is 
on schedule for first production in 
September 1998, with Talisman’s 
share expected to be 110 mmcf/d 
when the first phase reaches 
plateau. Corridor gas will have high 
netbacks as a result of low operating 
costs, low initial royalties and prices 
based on the thermal equivalent 
of crude oil. All production will be 
marketed to a third party and 
revenues will be received by 
Talisman in US dollars. 


Oil production increased 26% over 
1996. At the Tanjung waterflood 
project, production has increased 
from an initial 900 bbls/d to over 
7,000 bbls/d in early 1998. Increasing 
volumes from the OK Block have 
resulted in quick recovery of cost 
pools and higher royalties; however, 
with production increases from 
Corridor and Tanjung, our average 
Indonesia royalty rate will fall. 


Exploration and development 
expenditures totalled $233 million 
with 72% spent on the Corridor Gas 
Project. We participated in 49 wells 
with a 90% success rate. Operating 
costs decreased 8% during the year 
to average $5.68/bbl. 


1998 capital spending is expected to 
be approximately $175 million, of 
which $125 million will be spent at 
Corridor. Oil production is expected 
to exceed 30,000 bbls/d in 1998. 


The Indonesian currency crisis is 
not expected to have any material 
impact on our operations. All of our 
current production is sold in US 
dollars to the Indonesian state oil 
company, Pertamina. Indonesia 
relies on revenues from oil sales to 
generate US currency and we are 


INDONESIA HIGHLIGHTS 1996 1995 
Production 
Oil and liquids (bbls/d) 28,458 22,62 | 18,121 
Proved reserves 
Oil and liquids (mmbls) 39.0 B23 
Natural gas (bcf) 332.0 = 
Total reserves (mmboe) cao 323 
Capital expenditures (millions of dollars) 
Exploration 11.0 11.8 
Development 61.5 47.9 
Total capital expenditures 
1996 
Drilling (number of wells) Gross Net 
Oil 19 ohS) 
Gas 4 Di 
Dry 6 3.3 
Total wells drilled 30.4 US 15.5 
Land holdings (acres) Gross Net Gross Net 
Developed 314,897 137,254 312427 136,267 
Undeveloped 3,098,445 1,960,690 | 2,210,036 1,082,207 
Total acreage Sch PONAE) || 2EIDASS | Sais: 


Details can be found under “Supplementary Information.” 


Six mcf of natural gas equals one boe. 


not anticipating any slow down in 
oil-related activity due to the 
economic situation. Confident in 
our long-term future in Indonesia, 
Talisman signed a very prospective 
new Production Sharing Contract at 
Madura late in the year. 


Ogan Komering 


The Company spent $23 million in 
1997 drilling 19 wells at Ogan 
Komering, with a 79% success rate. 
Production averaged 16,513 bbls/d, 
up 31% from 1996 as a result of this 
successful drilling program and a 
redetermination of interests in the 
Air Serdang field. Talisman’s interest 
in Air Serdang increased from 64.4% 
to 78% in 1997. 


Plans for 1998 include 14 
development wells and a pilot 
waterflood in the north central 
area of the Air Serdang field. We 
are evaluating a gas project for the 
Guruh, Mandala and Air Serdang 
fields with production potential 
of 20 mmcf/d starting in 1999. 


Tanjung Raya 


Tanjung Raya is a major oil field 
located in Kalimantan with original 
oil in place of 600 mmbls. The 
reservoir was on primary production 
from 1961 to 1995 when Talisman 
commenced water injection. 


Waterflood operations in the 
Tanjung field were very successful 
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in 1997. Average annual production 
more than doubled to 3,313 bbls/d 
and, by early 1998, production had 
increased to over 7,000 bbls/d. Four 
new oil wells were drilled with a 
100% success rate and 20 fracture 
stimulations were completed. 
Capital spending was $10.7 million. 


Further production increases are 
expected in 1998 as a result of 

12 infill wells and 20 additional 
fracture stimulations. 


1997 production was up 5% to 1,323 
bbls/d. Phase one of the Tempino 
waterflood has been implemented 
and response is expected in the first 
half of 1998. Full field waterflood is 
anticipated by the end of 1998. 


Talisman farmed out a portion of its 
interest in this block in 1996. Late in 
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Kalimantan 


Balikpapan 


Average working Production 

Oil and liquids (bbls/d) interest (%) 1997 1996 [995 
~— OganKomering = s«*L00 16513 | 12593 8,355 
Corridor TAC 40 4,856 5,344 5,551 
Corridor PSC 36 2,453 2,068 |,895 
Tanjung EOR 100 35313 |,360 (274 

Jambi EOR 40 | ,323 |,256 |,046 
sc ee 28,458 | 22,621 18,121 


()) Interests of the Indonesian national oil company, Pertamina, other than working interests, are accounted for 
as royalties, Pertamina royalties are recorded using contractual rates in effect at the time of production. 


1997, the Company participated in 
a well on the block at Julocut which 
was uneconomic. 


In December, Talisman signed a 
new PSC covering the Madura 
Offshore Block. The PSC comprises 
4,246 square kilometres of high 
potential exploration acreage and is 
located southeast of Madura Island 


in the East Java Sea on trend with a 
number of existing discoveries. 
Talisman holds a 100% working 
interest in the block. One prospect 
on this block, Raksasa, looks very 
exciting, measuring 15 by eight 
kilometres with 1,500 metres of 
vertical potential. Talisman plans to 
drill a well on the prospect in 1999. 
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CORRIDOR 


Corridor is an area of enormous gas potential and first 
production from the Corridor Gas Project is expected in 
September 1998. Our wholly-owned indirect subsidiary, 
Talisman (Corridor) Ltd., has a 36% working interest in the 
project, which is expected to produce | 10 mmcf/d net to 


Talisman during the first phase. 


Most of the gas will displace crude oil being burned for fuel 
at the Duri steamflood project. In exchange for this gas, the 
Corridor participants will receive the thermal equivalent 
volume of Duri crude oil. The gas will be transported to 
Duri through a 540-kilometre, 28-inch pipeline currently: 


under construction. 


A total of $187 million was spent at Corridor in 1997, with the 
majority of this spending on the Corridor Gas Project. At year 
end, the main gas plant and associated field facilities were 867% 
complete. The pipeline, being constructed by PGN, the 
Indonesian state gas company, was 32% complete, with virtually 


all of the pipe manufactured, coated and delivered. 


Five wells were drilled in the Corridor PSC in 1997 with one 


successful gas appraisal well and four successful oil wells. The 
gas well was drilled on the Sumpal structure and tested at 13 
mmcf/d. This was the third successful well on the structure 
and confirmed that Sumpal-Tetangga is a single, very large, 
contiguous gas field. Talisman transferred 120 bef of Corridor 


reserves from the probable to proved category during the year. 


Talisman expects a major expansion of Corridor gas sales 
over the next two-three years, supported by an aggressive 
exploration and appraisal program. At year end, two wells 
were drilling on the Sumpal structure and five exploration 
and appraisal wells are planned for 1998. There are a number 
of potential markets for additional gas sales, and discussions 


are in progress. 


Corridor PSC oil production increased 19% to 2,453 bbls/d 
with four successful oil wells drilled. Seven wells are planned 
in 1998 in addition to an expansion of the Puyuh field. 
Eleven successful oil wells were drilled in the Corridor 

TAC in 1997 with 100% success. Eight development wells 
are planned for 1998. 
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EXPLORATION AREAS 


Algiers 
Oran 


Algeria 


Block 405 


Algeria 


Talisman’s Algerian program 
continues to demonstrate the 
potential for large reserves on 
Block 405. There have been major 
discoveries adjacent to the block. 
Four wells were drilled in 1997 

in Algeria, with total spending 

of $16 million. 


The MLNE-2 well successfully 
delineated the western edge of the 
Qoubba structure, confirming Block 
405 participation in the field which 
contains an estimated 21/2 billion 
barrels of oil in place. With 
unitization, Talisman will have an 
initial interest of 1.4% in the field 
which is expected to start 
production in 2001. 


At MLN, drilling success continued. 
The MLN-3 appraisal well tested 
1,387 bbls/d of high quality oil ina 
new pool five kilometres northeast 
of the initial MLN-1 discovery well. 
In December, we announced the 
results of MLN-4, which has the 
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highest flow rate of any well on 
Block 405 and produced oil from 
both the Triassic and deeper 
Permian. The well flowed at a 
combined rate of 22,700 bbls/d of 
oil and 53 mmcf/d of natural gas. 


Talisman expects to file a 
development plan for MLN in 1998, 
leading to production by 2001. 
Talisman holds a 35% interest in the 
block. A two-rig exploration and 
appraisal program is planned for 
1998, including at least three 
exploration wells, the first of which 
is currently drilling. 


On Block 215, the ONE-1 wildcat 
well was uneconomic. There are no 
plans to drill additional wells on 
Block 215 at this time. 


Under the terms of the Production 
Sharing Contract with the Algerian 
state oil company, participants in 
Blocks 215 and 405 are required to 
relinquish 50% of the acreage 
during the first quarter of 1998. 
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East Coast Canada 


The Company holds a 19.5% interest 
in the Whiterose discovery where a 
3D seismic survey was conducted in 
1997. Rig commitments were made 
for a two-well appraisal program in 
the last half of 1998 and early 1999. 


Talisman’s interest in Terra Nova Far 
East was included in the Terra Nova 
development, which received 
project sanction in early 1998. 
Talisman’s final participation in the 
project will be determined after 
appraisal drilling of the Far East 
acreage some time after 2000. 


In 1997, Talisman agreed to sell 

a number of small interests in 
acreage within and adjacent to the 
proposed Sable Island Gas Project. 


The Company has also relinquished 
its acreage on Block EL 1008 in 
western Newfoundland. 


United States 


Talisman has a substantial land 
position in the Nevada overthrust 
and during 1997, participated in 
two slimhole stratigraphical tests 
to gain subsurface information. 
Exploration prospects are being 
reviewed for drilling in 1999. 


Latin America 


In Trinidad, Talisman holds a 50% 
working interest in Block 2(ab) anda 
25% working interest in Block 2(c). 
This area is along trend from recent 
oil discoveries in the Venezuelan 
thrust and fold belt. The Company 
participated in a major bottom 
cable seismic program, which was 
completed early in 1998. We expect 
to drill a well in early 1999. 


In Peru, the Company holds a 20% 
interest in Block 66 in the Ene 
Basin. Acquisition and evaluation 
of seismic data are ongoing. 
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CORPORATE 


Marketing 


Talisman’s marketing program 
ensures our equity production 
always has a market and strives to 
secure optimal prices, recognizing 
the impact of quality and location. 


In 1997, the Company implemented 
anew North Sea oil marketing 
program as Talisman shifted from 
selling to one party, to a proactive 
program of both term and spot 
crude oil cargo sales. In 1997, 
Talisman was in the market to sell 
over 60 full and partial cargoes of 
various grades of North Sea oil. Our 
logistical skills, market knowledge 
and presence will be of further value 
when the Ross field comes on stream 
in 1998. North Sea volumes sold in 
1997 were in excess of 50,000 bbls/d, 
a 53% increase over sales in 1996. 


In North America, the scope of 
operations changed with the 
integration of Pembina’s production 
volumes and expansion of Talisman’s 
Chauvin pipeline system. Talisman’s 
Canadian liquids production was at 
a record level exceeding 51,000 
bbls/d. In addition to this equity 
production, we also marketed over 
35,000 bbls/d of third-party crude 
oil, predominantly production 
delivered to Talisman’s Chauvin 
pipeline system. Chauvin is one 

of the “lighter” heavy oil streams. 

As such, Talisman is confident that 
throughput and sales can be 
maintained in 1998 during this 
period of low heavy oil prices. 
Talisman was essentially unaffected 
by pipeline capacity limitations in 
1997 as Canadian production 
volumes continued to grow. 


Talisman maintained its active 
natural gas marketing program in 
both North America and the UK. 
In 1997, Talisman’s portfolio of UK 
sales resulted in a price netback of 
$3.89/mcef, an increase from 
$3.37/mcef in 1996. 


Human Resources 


Between October and December 
1997, Talisman successfully added 
Pembina’s staff, with a net effect of 
122 additional employees. At year- 
end 1997, Talisman had 945 
permanent staff, up from 791 

a year earlier. 


Staff turnover remains very low in 
spite of tremendous demand for 
qualified people throughout the 
industry. Talisman’s challenging 
work environment, our competitive 
compensation programs and our 
reputation as a successful company 
are the contributing factors. 
Talisman emphasizes the link 
between corporate performance 
and individual rewards through its 
stock option plan, savings plan and 
pay-for-performance program. 


Health, Safety 
And Environment (HSE) 


Health, safety and protection of 

the environment are of prime 
importance to Talisman. The 
Company seeks to conduct its 
operations in such a way as to avoid 
harm to its employees, contractors 
and others who may be affected 
directly or indirectly by its activities. 


Canadian Gas Sales 
1997/98 Contract Year 


B® Direct Sales Marketing 
Aggregator Sales 

B Local Gas Distribution Companies 
Power Generation Companies 


Canadian Gas Pricing 
1997/98 Contract Year 


EB Fixed Prices 

HB Nymex/US Prices 
G BC Basin Prices 

BG Alberta Basin Prices 
B Other Pricing 


North Sea Gas Sales — 1998 


f@ Direct Sales Markets 


Local Distribution 
Companies (includes British Gas 


fH Power Generation 


North Sea Gas Pricing — 1998 


Fixed Price 
B Floating Price 
B Oil Referenced Formula 
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The acquisition of Pembina was 
preceded by a comprehensive 
environmental due diligence 
process that included reviews of 
operational performance and 
compliance history, recent audits, 
site assessment and restoration 
programs, and abandonment 
liability. Integration of Pembina 
properties into Talisman’s HSE 
management system is 
progressing smoothly. 


Approximately 300 well sites have 
been abandoned and reclaimed 
over the past three years. Every 
operated site has been reviewed 
and classified to appropriately 
address reclamation. The Company 
is well-positioned to remain in 
compliance with regulations 
governing inactive wells. 


Environmental audits were 
completed at 18 operated facilities, 
including Beatrice, Buchan, Clyde 
and Nigg in the UK, and safety 
program audits were completed at 
five operating units. 


Talisman voluntarily relinquished its 
working interest in 3,000 hectares of 
tenured exploration land in the 
Muskwa-Kechika wilderness area of 
northeastern British Columbia, in 
acknowledgement of the area’s 
unique environmental and 

cultural value. 


26 


In Canada, Talisman continues to 
participate in the federal Voluntary 
Challenge and Registry program. In 
terms of energy efficiency on a unit- 
of-production basis, Talisman ranks 
in the top quartile of reporting 
CAPP member companies. This 
translates into CO, emissions that 
are among the lowest in the 
Canadian oil and gas sector on 

a unit-of-production basis. 


Work began on the Operational 
Safety Case for the Ross 
development, including hazard, 
operability and quantitative risk 
assessment studies. While not 
required by law, Talisman 
voluntarily commissioned an 
environmental assessment of the 
Ross development to facilitate 
project planning and the 
development of appropriate 
environmental controls for the 
life of the project. 


In keeping with the Company’s 
commitment to progressive safety 
management, Talisman provided 
safety and loss control training to 50 
Pertamina supervisory staff at the 
Tanjung and Ogan Komering 
operations in Indonesia. 


TALISMAN ENERGY INC. 
1997 ANNUAL REPORT 


Corporate Contributions 


Talisman recognizes community 
support as a key element of doing 
business and donated over $500,000 
in 1997 to health and social 
services, art and cultural initiatives, 
educational and civic activities and 
community-based programs in 
areas where the Company has 
employees and operations. 


Talisman also provided financial 
support to the Calgary Emergency 
Women’s Shelter following the 
destruction of their facilities by fire, 
to the Winnipeg Flood Fund and to 
the ice storm relief effort in Eastern 
Canada. In the UK, Talisman 
supported various environmental 
causes including dolphin research 
and migratory bird studies. 


Corporate Contributions 


United Way 

Health and Welfare 
I Civic Causes 
Education 

f Culture 
Environment 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 


The following discussion and analysis 
should be read in conjunction with the 
Consolidated Financial Statements 
included on page 39 to 66 of this annual 
report. In particular, note 14 provides 
segmented financial information which 
forms the basis for much of the 
following discussion and analysis. 


In 1997, compared to 1996, 
production increased by 19%, cash 
flow by 14% and cash flow per share 
by 9% to $7.29. Growing North Sea 
production, record production 
levels at most of Talisman’s 
Canadian core properties, 
increased Indonesian oil volumes 
and the Pembina acquisition, all 
contributed to increased 
production. A 6% decrease in 
Talisman’s average oil price and 
higher operating expenses and 
royalties in 1997 tempered financial 
results. Net income per share was 
$0.70 in 1997, a 23% decrease 

from 1996. 


Cash Flow 


millions of dollars 


797 


697 
502 
362 
189 


93 9495 96m 97, 


Production in 1997 exceeded 200,000 
barrels of oil equivalent per day 
(boe/d) and averaged 235,000 boe/d 
in the fourth quarter. The Company 
spent $950.6 million on exploration 
and development in 1997, replacing 
176% of production through drilling 
with an average finding and 
development cost of $6.89/boe. 


A full year of production from the 
properties received in the acquisition 
of Pembina Resources Limited 
(Pembina) and commencement of 
production from the Ross field and 
the Corridor Gas Project provide 
reliable production growth for 
Talisman in 1998 and beyond in each 
of the Company’s core operating 
areas. Talisman will continue to 
delineate its highly prospective 
international exploration 
opportunities in 1998 with additional 
drilling in Algeria and seismic 
acquisition and interpretation of 
some of the Company’s other 
exploration prospects. 


Cash Flow 

Per Share Net Income 

dollars millions of dollars 
U2) 94.9 


6.71 
77.1 
5.21 
64.0 
4.63 
3.17 40.5 
25.8 
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Financial Highlights 


Talisman achieved total revenues 
of $1.4 billion in 1997, up 18% from 
1996. Oil revenues constituted 68% 
of 1997 gross sales (1996 — 67%). 


Cash flow in 1997 increased 14% 
from 1996 as the impact of a 30% 
increase in oil (crude oil and natural 
gas liquids) production and a 17% 
increase in natural gas prices, 
outweighed the impacts of lower oil 
prices and expected increases in 
operating expenses and royalties. 
Operating expenses in 1997 
averaged $6.20/boe, up 35% from 
1996, primarily attributable to an 
increased proportion of higher cost 
North Sea production, including 
volumes from the Beatrice, Buchan 
and Clyde fields. Talisman’s overall 
royalty rate increased to 18% in 
1997 from 16% in 1996, primarily as 
a result of additional royalties on 
the Ogan Komering (OK) Block 

in Indonesia. 


Net Income 
Per Share 


dollars 


0.91 


0.82 
0.70 
0.43 0.42 
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Net Income & Cash Flow Variance (millions of dollars) 


1996 Net income Dea 

Favorable (unfavorable) 

Cash flow variance 

Oil volumes 303.7 
Natural gas volumes let 
Oil prices (99.1) 
Natural gas prices Vi 

Royalties (88.2) 
Other revenue (22 
Operating expense (180.2) 
Interest expense 17.7 
Current taxes 20.4 
Other 25.0 
Total cash flow variance 100.0 
Non-cash items 

Depreciation, depletion and amortization expense (120.6) 
Dry hole expense 2331 

Exploration expense (28.8) 
Deferred taxes 19.4 
Other (10.9) 
Total non-cash ttems (117.8) 
1997 Net income $ 77.1 
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Net income in 1997 declined 19% 
from the prior year despite increased 
cash flow, primarily as a result of 
increased depreciation, depletion 
and amortization (DD&A) expense. 
DD&A per boe increased to $7.30 in 
1997, from $6.73 in 1996, which 
reflects increased capital intensive 
North Sea volumes. 


Daily Production Volumes 


Talisman has increased total 
production at an average 
compound growth rate of 40% 
over the past five years. 


Talisman increased its Canadian 
production by 7% in 1997 over 1996, 
led by 16% growth in oil volumes. 
Successful drilling programs at 
Carlyle and Chauvin accounted for 
48% of the increase in Canadian oil 
production. The Pembina 
acquisition added 10,478 barrels of 
oil per day (bbls/d) and 92 million 
cubic feet of gas per day (mmcf/d) 
commencing in October 1997, 
contributing 5,300 boe/d to 
Talisman’s total 1997 results. 


North Sea volumes were up 40% in 
1997 compared with 1996, led by a 
53% increase in oil volumes which 
included a full year of Talisman 
production from the Beatrice, 
Buchan and Clyde properties. The 
purchase of these properties in 
December 1996 launched Talisman’s 
entry into operatorship in the North 
Sea. In 1997, Talisman operated 45% 
of its North Sea oil volumes; this 
ratio is expected to increase in 1998 
with Ross start-up and operatorship 
of the Blenheim and Bladon fields. 


Indonesian volumes increased 26% 
in 1997 versus 1996 as a result of 
increased production from the OK 
Block and Tanjung, where 
waterflood response more than 
doubled production from 1996. 
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Talisman has strategically kept its 
Canadian natural gas production 
relatively flat over the past few years. 
Accordingly, Canadian natural gas 
production in 1997 was unchanged 
from the prior year as additional 
volumes from the Pembina 
properties, the Greater Arch and the 
Alberta Foothills offset declines at 
Monkman, the West Central Plains 
and other properties. 


In spite of mild weather that reduced 
gas demand, North Sea natural gas 
production increased 11% from 1996 
with a full year of production from 
the Trent and Tyne fields. 


Netbacks 
Prices 


Following a period of strong prices 
in the first quarter, crude oil prices 
softened in the latter half of 1997. 
The price for West Texas 
Intermediate, for example, fell 
sharply late in the fourth quarter, 
hitting four-year lows in early 1998. 
Talisman’s total oil price averaged 
$24.25 per barrel (bbl) in 1997, down 
6% from 1996. 


Talisman’s reported prices are 
shown net of hedging gains or losses, 
which amounted to a $0.66/bbl 
reduction in realized oil prices in 
1997 (1996 — $0.60/bbl reduction; 
1995 — $0.07/bbl increase). 


Canadian and North Sea natural 
gas prices were both strong in 1997, 
with increases of 16% and 15% 
respectively from the prior year. 
Hedging activities have not had a 
material impact on the Company's 
realized natural gas price. 


Canada 


Oil royalty rates decreased to 23.9% 
in 1997 (1996 — 25.1%; 1995 — 21.9%), 
primarily as a result of lower prices, 


Canada 1996 |ID2s 
Oil ($/bbl) 

Sales price $23.95 $20.58 

Royalties (6.01) (4.51) 

Operating costs (3.01) (3.06) 
Netback Cla. $13.01 
Natural gas ($/mcf) 

Sales price $ te/ | Re) 

Royalties (0.19) (0.18) 

Operating costs (0.41) (0.37) 
Netback Sasi $ 0.82 
Netback ($/boe) $1267 $10.12 


Netbacks include hedging activities, but do not include synthetic oil or pipeline operations. 


particularly on the Company's 
Saskatchewan production, where 
royalties are more price sensitive. 
Natural gas royalties increased to 
16.2% in 1997 (1996 — 11.1%; 

1995 — 13.1%), which primarily 
reflected higher prices, particularly 
in the first quarter. Gas royalties in 
1996 included the impact of an 


Average 
Realized Prices 
Oil ($/bbI) 


939459596) 97 


Alberta government rate adjustment 
that reduced the effective royalty 
rate throughout much of 1996. 


Canadian unit operating costs 
increased to $4.26/boe in 1997 (1996 
— $3.63/boe; 1995 — $3.44/boe). Oil 
operating expenses increased 24% in 
1997 compared to 1996, which 


Average 
Realized Prices 
Natural Gas ($/mcf) 


227, 


1.95 1.94 
1.68 
1.61 
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North Sea 1997 1996 IS 
Oil ($/bbl) 
Sales price $25.49 $27.3 | $23.18 
Royalties (1.35) (1.23) (0.17) 
Operating costs (10.92) (6.50) (5.63)) 


Netback 
Natural gas ($/mcf) 


$13.22 $19.58 $17.38 


Sales price 8 3.37 % 363 

Royalties (0.15) (0.04) 

Operating costs (0.76) (0.96) 
Netback $ 2.46 8) 26: 


Netback ($/boe) 


() 1995 operating costs were restated to eliminate intracompany transactions. 
Netbacks include hedging activities, but do not include pipeline operations. 


Indonesia 1997 1996 1995 
Oil ($/bbl) 
Sales price $25.62 SUD $23.76 
Royalties (11.41) (8.06) (5.66) 
Operating costs (5.68) Gl) (6.90) 
Netback $ 8.53 $12.99 $11.20 


Netbacks include hedging activities. 


reflected general increases in 
Canadian industry costs and higher 
costs on non-operated properties. 
Natural gas unit operating costs rose 
17% in 1997 as a result of higher 
third party processing fees and 
excessive downtime at the utility- 
operated Pine River plant at 
Monkman. Operating expenses on 
the acquired Pembina properties, 
which are currently higher than 
Talisman’s corporate average, also 
contributed to the 1997 increases 
and are expected to lead to higher 
operating expenses in 1998. 
Talisman has initiated plans to 
improve the future operating cost 


efficiency of the acquired properties. 


North Sea 


North Sea royalties increased in 1997 
as a result of additional production 
subject to royalties, principally from 
Beatrice and Buchan. 
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Unit operating expenses increased 
62% to $9.56/boe in 1997 (1996 — 
$5.89/boe; 1995 — $5.67/boe). 
Talisman anticipated increased 
costs in 1997 from a full year of 
production from the Beatrice, 
Buchan and Clyde fields. These 
fields have high fixed operating 
costs. Talisman expects to reduce 
future unit operating costs by 
increasing production. For example, 
in 1997, Talisman acquired 
additional exploration and 
development properties in close 
proximity to the Buchan and Clyde 
fields, which offer opportunities to 
increase throughput. A stronger UK 
pound relative to the Canadian 
dollar and extensive maintenance 
work, particularly in the fourth 
quarter, also contributed to higher 
operating expenses in 1997 
compared to 1996. 
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Total North Sea unit operating costs 
are expected to decline in 1998 and 
1999 with the addition of lower cost 
Ross production. 


Indonesia 


All of Talisman’s Indonesian 
production is currently sold directly 
to the Indonesian national oil 
company, Pertamina, with prices 
referenced to world crude oil 
markets and payable in US dollars. 
Beginning in 1998, natural gas 
production from Corridor will be 
delivered to the Duri steamflood to 
be used as fuel. In exchange, 
Talisman will receive crude oil on an 
energy equivalent basis, which will 
be marketed to a third party with 
prices referenced to world oil prices 
and payable in US dollars. Payments 
are deposited in a trust account in 
New York pursuant to the terms of 
the Corridor Project Loan Facility. 


Royalties include Pertamina’s share 
of profit oil from all producing areas 
and oil committed to the domestic 
market at reduced prices pursuant 
to contract terms. Talisman 
accounts for Indonesian royalties 
based on rates in effect at the time 
of production. Rates increase 
significantly when Talisman’s cost 
recovery pools are depleted. These 
pools represent capital and 
operating expenditures that are 
deductible on a contract-by- 
contract basis from sales revenue, 
prior to determining Pertamina’s 
share. This provides the operator 
with accelerated cost recovery; 
however, contract terms also limit 
the maximum return on 
investment. The timing and extent 
of any royalty rate increases are 
dependent on future cost recovery 
pools, production, and prices. 
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As expected, the effective 
Indonesian royalty rate increased 
in 1997 to 44.5% (1996 — 29.6%; 
1995 — 23.8%). Cost recovery pools 
associated with the OK Block were 
fully depleted by mid-1996, 
resulting in increased OK Block 
royalties throughout 1997. 
Significant increases in Tanjung 
production, which is subject to a 
low royalty rate, did not occur until 
the latter half of the year and 

only partially offset the OK 

Block increases. 


In 1998, increased Tanjung 
production and the start-up of 
production from the Corridor Gas 
Project, which will initially be 
subject to a low royalty rate, are 
expected to offset additional 
increases in OK Block royalties. Cost 
pools associated with the Corridor 
Production Sharing Contract (PSC) 
and Tanjung are currently expected 
to be sufficient to defer any 
significant increases in royalties 
until 2002 and 2001, respectively. 


Unit operating expenses declined 
8% in 1997 as a result of a pipeline 
tariff reduction at the OK Block, 
continued increases in OK Block 
production and a reduction in 
Tanjung operating costs, which was 
achieved in a period of significant 
production growth. 


Depreciation, Depletion 
& Amortization Expense 


DD&A has increased both in 
absolute terms and per unit from 
1995. The increase in absolute 
terms reflects the growth of the 
Company; the increase in per unit 
charges reflects an increasing 
proportion of North Sea 


production. The North Sea rate 
increased in 1997 as a result of 
higher DD&A associated with 
certain non-operated fields and a 
write-down of certain producing 
properties to their estimated 
recoverable value, which was 
included in DD&A expense. 


Dry Hole Expense 


Dry hole expense declined 
significantly in 1997 despite a 44% 
increase in exploratory drilling 
expenditures compared to 1996. 
Dry hole expense in 1996 included 
significant North Sea drilling costs 
from 1995 that were evaluated and 
expensed in 1996. 


Exploration Expense 


Exploration expense consists 

of geophysical and geological 
expenses, seismic, lease rentals 
and indirect exploration expenses. 
Increased Canadian exploration 
expense reflects increased seismic 
work in 1997. North Sea exploration 
expense was similar to the prior 
year as increased capital 
expenditures in 1997 primarily 
consisted of development costs 
associated with Beatrice, Buchan, 
Clyde and Ross. Other exploration 
expense in 1997 included seismic 
and exploration costs in Algeria, 
Trinidad and Peru. 


General & 
Administrative 
Expense 

$/boe 


1.52 


1.09 | 06 
0.90 
0.77 


93) 949596) 97, 


Corporate Expenses 
General & Administrative Expense 


Talisman has increased its total 
production by 223% over the past 
five years with only a 64% increase 
in general and administrative (G&A) 
expenses. As a result, G&A expense 
per unit further declined to 
$0.77/boe in 1997 from $0.90/boe 
in 1996 and $1.06/boe in 1995. 
Talisman expects unit G&A expense 
to be relatively unchanged in 1998, 
but continuing its downward trend 
in 1999 with full production from 
Corridor and Ross. 


DD&A per BOE 1996 IS 
Canada $6.01 $6.00 
North Sea 3h 10.65 
Indonesia 41a SA 


Total Company 
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Interest Cost 


Gross interest cost increased 9% in 
1997 compared with the prior year 
as a result of higher debt levels 
associated with increased capital 
expenditures and the Pembina 
acquisition, which was only 
partially offset by the impact ofa 
lower average interest rate on the 
Company’s debt portfolio. Interest 
expense decreased 26% in 1997, 
reflecting capitalized interest of 
$29.1 million (1996 — $5.1 million; 
1995 — nil) related to development 
of the Ross and Corridor projects. 
Interest expense is expected to 
increase in 1998 as a result of 
higher average debt levels. 


Other Revenue 


Increased pipeline and custom 
treating tariffs in 1997 are 
attributable to the Nigg terminal in 
the North Sea. Talisman acquired an 
interest in the Nigg terminal as part 
of the acquisition of the Beatrice 
field in 1996 and further increased 
its interest through a series of 
acquisitions in 1997. Other 
components of pipeline and tariff 
revenue, including Talisman’s 
interest in the Brae Forties pipeline 
in the North Sea, were similar to 
the prior year. 


Other Expense (income) 


Other income in 1997 included pre- 
tax gains on asset dispositions of 
$20.7 million (1996 — $25.4 million; 
1995 — $39.3 million), including a 
$10.8 million pre-tax gain on the 
sale of investments. The remaining 
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gain in 1997 and gains in prior 
years primarily related to property 
dispositions and exchanges 

in Canada. 


Other income in 1997 also included 
an $11.4 million pre-tax gain 
received as settlement to terminate 
an existing marketing contract. 


Note 11 to the Consolidated 
Financial Statements includes 
details of the components of 
other expense, which include 
nonrecurring sources of income. 


Income Taxes 


Cash income taxes in 1997 primarily 
relate to UK operations and the OK 
Block and Corridor Technical 
Assistance Contract concessions 

in Indonesia, where cost recovery 
pools on both concessions have 
been fully claimed. 


Talisman currently has income tax 
pools sufficient to defer payment of 
cash income taxes in Canada until 
the year 2001. 


The UK also levies Petroleum 
Revenue Tax (PRT) on certain fields 
in the North Sea. Lower crude oil 
prices in 1997 reduced PRT expense. 


Non-deductible DD&A shown in 
note 12 to the Consolidated 
Financial Statements relates to the 
difference between the purchase 
price allocated to acquired assets 
and associated income tax pools. 
The difference is amortized 
against income and has the 

effect of increasing the effective 
income tax rate. 
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Property, Plant and 
Equipment 


The Pembina acquisition added 
$697.5 million to property, plant 
and equipment (refer to note 2 

to the Consolidated Financial 
Statements). Properties acquired 
included high working interest 
properties in Western Canada, 
many in close proximity to existing 
Talisman core areas, as well as a 
new core area in Ontario. The 
acquisition also included significant 
undeveloped acreage in Western 
Canada and Ontario. 


Exploration & 
Development 
Spending 


millions of dollars 


95 | 
557 
379 
327 
153 | : 


9319415) 95) 9655.97, 


® Canada 

@ North Sea 

®@ Indonesia 
Other 
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In addition to Pembina, Talisman 
spent a record $950.6 million in 
1997 on exploration and 
development activities and $126.6 
million on property acquisitions in 
Canada and the North Sea. A 
substantial portion of 1997 property 
acquisitions related to North Sea 
transactions to increase Talisman’s 
interests in and around the 
operated Beatrice, Buchan, Clyde 
and Ross fields. 


Canadian exploration and 
development expenditures 
included drilling 854 wells (426.1 
net) in 1997. Total Canadian 
expenditures of $411.8 million 
included drilling costs of $231.4 
million, property, plant and 
equipment spending of $96.7 
million and other spending of 
$83.7 million. 


Development of the Ross field 
accounted for a substantial portion 
of 1997 North Sea expenditures. 
Other activity included drilling 33 
wells (5.3 net) in 1997, including 
significant development drilling at 
Clyde, and development of the 
West Brae/Sedgwick field, which 
commenced production in October 
1997. Spending totaled $266.5 
million, including drilling costs 

of $159.7 million, facilities and 
development costs of $91.5 million 
and other spending of $15.3 million. 


Increased Indonesian expenditures 
reflect $168.3 million spent on the 
Corridor Gas Project, and continued 
appraisal drilling in the Corridor 
area. Drilling at the OK Block and 
development expenditures at 
Tanjung accounted for most of the 
remaining Indonesian 


expenditures. In total, Talisman 
drilled 49 wells (30.4 net) in 
Indonesia in 1997. 


Included in other exploration costs 
in 1997 was $10.6 million to drill 
four wells in Algeria. 


Note 5 to the Consolidated 
Financial Statements identifies 
capital which was not subject to 
DD&A at December 31, 1997, 
including significant acquired 
probable reserve costs. Talisman 
expects to transfer acquired 
probable reserve costs to depletable 
costs as proved reserves are 
recognized. Canadian acquired 
probable reserve costs relate to 
unproved properties received in the 
Pembina acquisition. During 1997, 
the UK government sanctioned the 
Ross development and North Sea 
acquired probable reserve costs 
were reduced when the 
corresponding Ross reserves were 
recognized as proved. Included in 
North Sea costs at December 31, 
1997, are significant unproved 
properties acquired in 1997, 
including interests in the Orion 
field, which Talisman will seek 

to develop in 1998. 


Liquidity and 
Capital Resources 


Debt and Equity 


The combination of record capital 
expenditures and the Pembina 
acquisition resulted in a significant 
increase in Talisman’s long-term 
debt in 1997. Talisman has 
historically funded substantially all 
of its exploration and development 
expenditures from operating cash 
flow. The excess of capital spending 
over cash flow in 1997 is largely 
attributable to Corridor spending, 
which was partially financed by the 
Corridor project loan. This facility 
will also fund a majority of 
Corridor’s 1998 capital 
requirements. Subject to certain 
conditions, repayments are 
generally based on cash flows from 
the Corridor project; repayments 
are expected to commence in 1999. 


The October acquisition of Pembina 
for $501.0 million was financed by a 
new acquisition bridge facility. On 
acquisition, Talisman also assumed 
Pembina’s outstanding long-term 
debt of $104.1 million, which was 
refinanced using the acquisition 
facility. 


Financial leverage & coverage ratios 1996 1995 
Long-term debt“) to cash flow?) (times) Rs 1.8 
Interest coverage — cash flow 7) (times) Ned 6.9 
EBITDA (millions of dollars) $719.8 $5575 
Interest coverage — EBITDA“) (times) 9.8 6.5 


Long-term debt to debt-plus-equity ‘") (%) 


Based on balances at December 31. 


and capitalized interest. 


30% 


Cash flow is defined in note | 3 to the Consolidated Financial Statements. 

Cash flow plus current income taxes and interest expense, divided by interest expense and capitalized interest. 
Earnings before interest, income taxes and depreciation, depletion and amortization. 

Earnings before interest, income taxes and depreciation, depletion and amortization, divided by interest expense 
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Additional financing in 1997 was 
provided by an increase in the 
Company’s commercial paper 
program and the issue of US$300 
million 30-year 7.25% unsecured 
debentures in October. Talisman’s 
credit ratings were unchanged 

in 1997; 


Talisman’s 1997 debt to cash flow 
ratio was 2.2:1, which exceeds the 
Company’s long-term standard of 
less than 2:1, in part, because it 
reflects the full amount of the debt 
associated with the Pembina 
acquisition but only three months 
of Pembina cash flow. Talisman 

also has a long-term objective to 
maintain a debt to debt-plus-equity 
ratio of less than 40%. The Pembina 
acquisition has temporarily resulted 
in a ratio above the corporate 
target: at December 31, 1997, 
Talisman’s debt to debt-plus-equity 
ratio was 44%. Talisman plans to 
reduce these ratios to meet its 
stated targets as it has consistently 
done following previous corporate 
acquisitions. 


Talisman has significant flexibility 
available to meet its 1998 capital 
expenditure and refinancing 
requirements. The Company has a 
$500 million medium term note 
shelf prospectus in place that could 
be used to access the Canadian 
public debt market. In 1997, the 
Company increased the aggregate 
amount available under its 
revolving bank credit facilities by 
$100 million to $900 million. The 
Company’s revolving bank credit 
facilities fully backstop the 
commercial paper program. 
Maturities of Talisman’s debt 
portfolio are spread over a number 
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of years to mitigate refinancing 
risk and maximize operational 
flexibility. 


Based on the December 31, 1997 
price of $43.75 per common share, 
Talisman’s market capitalization was 
$4.8 billion ($6.5 billion including 
long-term debt). Talisman has not 
declared a dividend on its common 
shares since 1991 in order to retain 
funds for reinvestment. Dividend 
policy is reviewed annually by 

the Board of Directors, but the 
Company has no plans to pay 
dividends in the foreseeable future. 


In October 1997, Talisman began 
trading on the New York Stock 
Exchange and has provided 
additional information for US 
readers in its 1997 Consolidated 
Financial Statements. 


Sensitivities 


A majority of Talisman’s long-term 
debt is fixed rate; accordingly, 
changes in market interest rates 
would not currently have a material 
effect on the Company. 
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Talisman has little exposure to 
fluctuations in currency exchange 
rates other than the US dollar and 
UK pound. All of the Company’s 
Indonesian revenues, including 
future Corridor gas sales, are 
referenced to world oil prices and 
are received in US dollars. Only a 
small portion of Talisman’s 
Indonesian operating costs is 
denominated in local currency 
(Indonesian rupiah). Accordingly, 
management does not expect the 
currency crisis in Southeast Asia to 
have a significant effect on the 
Company. A majority of Talisman’s 
North Sea oil revenues are US dollar 
denominated. A substantial portion 
of Talisman’s North Sea operating 
and capital costs are denominated 
in UK pounds; however, this 
exposure is partially mitigated by 
the fact that a majority of the 
Company’s UK gas sales are 
denominated in UK pounds. 


Financial Instruments 


Talisman manages its exposure to 
fluctuations in foreign exchange 


Approximate impact in 1998 (millions of dollars) Net Income — Cash flow “!) 
Volume changes 

Oil — 1,000 bbls/d US D2. 

Natural gas — 10 mmcf/d 2.0 oes 
Price changes 

Oil — US$ 1.00/bbI SI 52.0 

Natural gas (Canada) °) — C$0. | O/mef 72 14.| 
Exchange rate changes 

C$ decrease by US$0.01 6.3 9.0 


£ increase by C$0.03 


(1.0) 2 


(1) Cash flow is defined in note 13 to the Consolidated Financial Statements. 

2) The impact of hedging contracts in place at December 31, 1997 has been included. 

(3) Price sensitivity on natural gas relates to Canadian gas only. The Company's exposure to changes 
in North Sea gas prices is limited, as fixed price and oil price referenced contracts constitute a 


significant portion of sales. 
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rates and commodity prices in 

part through the use of financial 
instruments. Instruments 
outstanding at December 31, 

1997 are detailed in note 9 to the 
Consolidated Financial Statements. 


In addition to limits established by 
the Board of Directors, Talisman 
maintains a system of internal 
controls to minimize risks 
associated with its derivatives 
program and credit risk associated 
with derivatives counterparties. 
The Company’s derivatives program 
is reviewed at each Board of 
Directors’ meeting. 


Talisman’s gross revenues benefit 
from a weak Canadian dollar 
relative to the US dollar, as a 
significant proportion of the 
Company's revenues are effectively 
denominated in US dollars. To 
protect against the effects of a 
strengthening Canadian dollar in 
1998 and future years, Talisman 
entered into forward foreign 
exchange contracts to fix the 
exchange rate on a portion of future 
revenues to be received in 1998 
through 2000. The Canadian dollar 
weakened against the US dollar in 
late 1997, resulting in a realized net 
loss on these contracts of $3.4 
million in 1997 (1996 — $2.9 million 
gain; 1995 — $3.6 million gain). 


Talisman uses both financial and 
physical contracts to manage prices 
received and mitigate the risk 
associated with fluctuations in 
commodity prices. Financial 
hedging contracts resulted in a net 
reduction to recorded sales of $25.9 
million in 1997 (1996 — $19.5 
million; 1995 — gain of $4.7 million). 


Risks and Uncertainties 


Talisman is exposed to operational 
risks inherent in exploring for, 
developing and producing crude oil 
and natural gas. A comprehensive 
insurance program is maintained to 
mitigate risks and to protect against 
significant losses, while 
maintaining certain acceptable 
levels of risk within the Company. 
Liability and property insurance is 
considered adequate and consistent 
with common industry practice. 
Talisman also maintains 
comprehensive programs and 
contingency plans necessary 

to control health, safety and 
environmental risks across its 
operations that comply with 
existing legislative and regulatory 
requirements. Regular audits of 
operations ensure compliance 

with applicable regulations and 
standards. Compliance with health, 
safety and environmental standards 
is reviewed at each Board of 
Directors’ meeting. Long-term 
abandonment and restoration 
provisions have been recorded in 
accordance with generally accepted 
accounting principles. 


Talisman is in the process of 
reviewing all its computer systems 
to assess the potential impact of the 
Year 2000 issue. This review is 
addressing corporate business 
systems, a majority of which are 
supplied and maintained by third 
parties, as well as the Company's 
operational and process control 
systems. Many of the business 
systems are already Year 2000 
compliant, and Talisman is working 
with suppliers and manufacturers to 


implement any necessary 
modifications. The cost to Talisman 
to modify these business systems is 
not currently expected to be 
material. With respect to 
operational and process control 
systems, the Company has retained 
expert third parties to assist with the 
compliance assessment and the 
implementation of any necessary 
modifications or system 
replacement. The Company is 
confident that its personnel, 
together with its third party 
suppliers and third party experts, 
have the knowledge and resources 
to implement any necessary 
modifications to, or replacement of, 
the Company’s systems on a timely 
basis so as to avoid any material 
impact on Talisman’s operations. 
The cost of reviewing and modifying 
operational and process control 
systems is being determined. 


Talisman is also assessing the 

risk that its operations could be 
impacted by systems failure on the 
part of third parties (e.g. suppliers, 
customers and lenders). Talisman is 
prepared to take measures 
necessary to ensure that the 
Company’s operations are not 
impacted, including switching to 
new suppliers if required. 


Talisman will also be implementing 
a solid contingency plan that will 
identify key processes and potential 
alternatives, and establish a support 
team to quickly react to any 
problems that might occur. 
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The Company is exposed to risks 
and uncertainties inherent in 
conducting international 
operations. Canada, the UK, and the 
Netherlands offer relatively stable 
fiscal regimes and well-developed 
business environments. While 
Indonesia is currently subject to 
economic and political uncertainty, 
conditions have not had, and are 
not anticipated to have, a material 
impact on the Company’s 
operations. Nonetheless, the 
Company has developed 
contingency plans to ensure the 
safety of its employees in Indonesia 
and to maintain capital and 
operating flexibility. Civil unrest in 
Algeria has been far removed from 
the Company’s operations and is not 
expected to impact the growing 
energy industry or Talisman’s 
operations in that country. Under 
the terms of the production sharing 
contract with the Algerian state oil 
company, Talisman must relinquish 
50% of its acreage in Blocks 405 and 
215 during the first quarter of 1998. 


Outlook 


Commodity prices remain the 
major uncontrollable factor 
affecting the outlook for Talisman’s 
future results. Oil prices in early 
1998 have been weak, falling to 
four year lows due to mild winter 
weather, reduced demand in 
Southeast Asia, lack of OPEC 
restraint and the potential for 
additional Iraqi supply. Although 
consensus expectations are that oil 
prices will recover from their 
current lows, the Company expects 
1998 oil prices to remain below 
1997 levels. Reduced capital 
investment will reduce supply and, 
even in the absence of OPEC 
restraint, should lead to firmer 
prices later this year. Current oil 
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demand of some 25 billion barrels 
per year is double current discovery 
levels and should ultimately lead to 
higher prices in the longer term. 


Canadian natural gas prices remain 
relatively strong in early 1998 and 
the addition of gas export pipeline 
capacity later in 1998 and again in 
1999 leads us to believe that 
domestic gas prices will remain 
strong and may increase. North Sea 
gas prices are expected to remain at 
or near their 1997 levels. 


With first production from 
Corridor and Ross and a full year 
of production from the Pembina 
properties, Talisman expects 1998 
volume growth to approximate 
that realized in 1997. Further 
increases are expected in 1999 
when Corridor and Ross reach 
plateau production levels. 


Talisman’s 1998 exploration and 
development spending is currently 
expected to be comparable to 1997 
levels, led by further spending on 
the Corridor Gas Project and Ross 
field development. Talisman has a 
high degree of spending flexibility 
and will redeploy spending to 

take advantage of opportunities 

as they arise. 


First production from the Ross field 
is expected in September 1998, 
reaching plateau production of over 
20,000 bbls/d net to Talisman. Ross 
spending in 1998 will include 
continued development drilling 
and facilities development. Other 
North Sea expenditures primarily 
relate to development in and 
around Talisman’s operated 
Beatrice, Buchan, and Clyde fields, 
including significant expenditures 
to progress development of the 
Orion field, adjacent to Talisman’s 
Clyde field. 
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Corridor facilities construction and 
development drilling costs will lead 
Indonesian expenditures in 1998, 
accounting for more than half of 
planned total Indonesian spending. 
First production from Corridor is 
expected by the end of the third 
quarter 1998, with full production 
of 110 mmcf/d, Talisman’s share, 
expected by early 1999. Planned 
Indonesian spending also includes 
further oil development at the OK 
Block and Tanjung and, potentially, 
development of a natural gas 
project at the OK Block. 


Canadian spending in 1998 will shift 
toward natural gas opportunities 
and include extensive development 
of the Alberta Foothills and Greater 
Arch properties in Alberta. Oil 
development will continue to focus 
on the Company’s Chauvin and 
Carlyle properties. 


Algeria will constitute a majority of 
1998 spending on Talisman’s other 
international areas, including 
drilling four or five gross wells on 
Block 405. Development approval 
for the Qoubba field is expected in 
1998 and an application to develop 
the MLN field, located in the center 
of Block 405, is also expected in 
1998. Additional international 
expenditures are planned for 
seismic work in Trinidad and Peru. 


Built-in production growth from 
known projects is expected to 
generate continuing growth in 
Talisman’s production for the 
remainder of the decade. As 
stated last year, management 
expects to achieve 15% annual 
production growth. 
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CORPORATE GOVERNANCE 


Talisman’s approach to corporate 
governance aligns closely with the 
guidelines set out in the December, 
1994 report of The Toronto Stock 
Exchange Committee on Corporate 
Governance in Canada. 


Composition of the 
Board of Directors 


The Board of the Company is 
composed of nine directors. Eight 
directors, including the Chairman 
of the Board, are independent of 
management and are otherwise 
unrelated, that is, free from any 
interests that could interfere with 
their ability to act in the best 
interest of the Company. The 
President and Chief Executive 
Officer is the only member of the 
Company’s management who is a 
director. The Company has no 
principal shareholder; accordingly, 
no director is a representative of 
any particular shareholder or 
shareholder group. 


The Chairman of the Board is 
specifically charged with 
responsibility for leading and 
managing the Board in discharging 
its responsibilities and acts as the 
Board’s spokesman to management. 
The composition of the Board, 
including the independence of the 
Chairman and his specified role, 
ensures that the Board is able 

to function independently of 
management. The Board believes 
that it can operate effectively at its 
current size. 


Responsibilities of the 
Board of Directors 


The Board of Directors has explicitly 
assumed responsibility for the 
stewardship of the Company. As 
part of that responsibility the Board 
ensures that: the Company has 
established long-term goals anda 
strategic planning process; the 
principal risks of the Company's 
business are identified and 
appropriate systems are 
implemented to manage those 
risks; there is sufficient succession 
planning to manage and monitor 
the management risk; the Company 
has a communications policy; and 
the Company’s internal controls 
and management information 
systems have sufficient integrity. 
The Board of Directors has plenary 
power over all matters not explicitly 
delegated to a committee of the 
Board. In particular, it is responsible 
for approving the Company's debt 
and borrowing policy and its 
dividend policy, and it has 
established authorities regarding 
the Company's hedging and 
derivative activities. In addition, 
prior Board approval is required 

of all major debt financing 
agreements, the annual capital 
expenditure plan, and all 
acquisitions, dispositions or 
expenditures exceeding specified 
limits. The Board of Directors, 
together with the President and 
Chief Executive Officer, have 
developed mandates for the Board 
embodying the foregoing, and for 
the President and Chief Executive 
Officer, indicating limits to 
management's authority. To assist 


Board members in performing their 
responsibilities, the Company has 
adopted a policy whereby, with the 
approval of the Governance and 
Nominating Committee, a Board 
member may engage an outside 
advisor at the Company’s expense. 


Committees of 
the Board 


There are five committees of the 
Board: the Executive Committee, 
the Governance and Nominating 
Committee, the Audit Committee, 
the Management Succession and 
Compensation Committee and the 
Pension Funds Committee. The 
President and Chief Executive 
Officer is a member of the Executive 
Committee and the Pension Funds 
Committee and is the only inside 
and related director on these 
committees. The Governance and 
Nominating Committee, the Audit 
Committee and the Management 
Succession and Compensation 
Committee are composed 
exclusively of outside directors. 
Each committee is composed of 
four Board members. With the 
exception of the Executive 
Committee, for which there are no 
regularly scheduled meetings, the 
committees of the Board convene 
in accordance with an annually 
developed schedule. Additional 
committee meetings are convened 
as required throughout the year. 


The Executive Committee is an 
extension of the full Board and 
convenes to take action where 
necessary and where it is not 
practicable to call a meeting of 
the full Board. 
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The Governance and Nominating 
Committee, together with the 
Board, develops the Company’s 
approach to corporate governance. 
The Committee, in consultation 
with the President and Chief 
Executive Officer, is responsible for 
establishing a long-term plan for 
the composition of the Board and 
for identifying new Board nominees 
when required. In determining 
appropriate nominees, the 
Committee considers the strengths, 
skills and experience level of Board 
members and the Company’s 
strategic objectives. In addition, an 
orientation and education program 
has been implemented to assist 
new Board recruits. The Committee 
reviews and determines the 
compensation to be paid to Board 
members with a view to ensuring 
that the compensation reflects the 
responsibilities and risks involved 
in being a Director. The Committee 
is also responsible for regularly 
assessing the effectiveness of the 
Board as a whole, the committees 
of the Board and the contribution 
of each director. 


The Audit Committee oversees the 
Company’s internal accounting and 
financial systems and its controls to 
ensure that the Company maintains 
effective internal control systems 
and adequate processes for 
detecting risks and control 
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weaknesses. The Committee has 
direct access to the Company’s 
internal and external auditors and 
meets separately with each group 
on a regular basis. 


The Management Succession 

and Compensation Committee 

is responsible for reviewing 
succession plans for key 
management positions within the 
Company. It also reviews 
management development and 
staffing plans, compensation and 
benefit plans and, in conjunction 
with the Board, annual 
performance contracts of the 
Company’s Chief Executive Officer 
and Vice-Presidents. 


The Pension Funds Committee is 
responsible for approving the 
investment policy and strategy, and 
reviewing the performance of the 
Company’s pension plans. 


Management 
Performance 


The terms of the mandate of the 
Board ensure that the Company 
annually confirms or redetermines 
its long-term strategy and strategic 
objectives and sets its budget and 
development plan for the ensuing 
year. This process produces specific 
annual goals for the Company which 
are then further developed into 
specific contracts for each of the 
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officers of the Company based upon 
that officer’s role in the Company. 
Through this process, each officer 
individually (including the President 
and Chief Executive Officer), and the 
officers as a whole, are made directly 
responsible for achieving the annual 
goals of the Company. A significant 
portion of the annual compensation 
of each officer is based upon 
achieving these Company and 
individual goals. 


Shareholder 
Communications 


Talisman’s policy regarding 
shareholder communications 
specifically adopts the principles 
of timely, accurate and efficient 
disclosure of information 
concerning the Company to all 
shareholders. In addition to the 
required annual, quarterly and 
timely reporting of information, 
the Company regularly makes 
presentations to industry analysts 
and investors. The Company also 
meets informally upon request with 
investors and analysts and its 
Corporate Communications 
Department has the specific 
mandate of responding in a timely 
manner to all inquiries received 
from shareholders, analysts and 
potential investors. 
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REPORT OF MANAGEMENT 


The-Board of Directors is responsible for the Consolidated Financial Statements but has delegated responsibility for their 


preparation to management. 


Management has prepared the Consolidated Financial Statements in accordance with accounting principles generally accepted in 
Canada (with a reconciliation to accounting principles generally accepted in the United States), If alternative accounting methods 
exist, management has chosen those it deems most appropriate in the circumstances. Financial statements are not precise since 
they include certain amounts based on estimates and judgments. Management has ensured that the Consolidated Financial 
Statements are presented fairly in all material respects. Management has also prepared the financial information presented 


elsewhere. in the annual report and ensured that it is consistent with information in the Consolidated Financial Statements. 


Talisman maintains internal accounting and administrative controls designed to provide reasonable assurance that the financial 


information is relevant, reliable and accurate and that assets are appropriately accounted for and adequately safeguarded. 


The Board of Directors is responsible for reviewing and approving the Consolidated Financial Statements and Management's Discussion 


and Analysis and, primarily through its Audit Committee, ensures that management fulfills tts responsibilities for financial reporting. 


The Audit Committee is appointed by the Board and is composed of Directors who are not employees of the Company. The 

Audit Committee meets regularly with management, and with the internal and external auditors, to discuss internal controls and 
reporting issues and to satisfy itself that each party is properly discharging its responsibilities. It reviews the Consolidated Financial 
Statements and the external auditors’ report. The Audit Committee also considers, for review by the Board and approval by the 


shareholders, the engagement or re-appointment of the external auditors. 


Ernst & Young, the external auditors, have audited the Consolidated Financial Statements in accordance with generally accepted 


auditing standards on behalf of the shareholders. Ernst & Young have full and free access to the Audit Committee. 


Bes ee 


James VW. Buckee Bruce G.. Waterman 


President and Chief Executive Officer Vice-President, Finance and Chief Financial Officer 


February 10, 1998 
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To the Shareholders of Talisman Energy Inc. 


We have audited the Consolidated Balance Sheets of Talisman Energy Inc. as at December 31, 1997 and 1996 and the 
Consolidated Statements of Income and Retained Earnings and Cash Flows for each of the years in the three year period ended 
December 31, 1997. These financial statements are the responsibility of the Company's management. Our responsibility is to 


express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall 


financial statement presentation. 


In our opinion, these Consolidated Financial Statements present fairly, in all material respects, the financial position of the Company 
as at December 31, 1997 and 1996 and the results of its operations and the changes in its financial position for each of the years in 


the three year period ended December 31, 1997 in accordance with accounting principles generally accepted in Canada. 


ee a pa 
Calgary, Canada 


February |0, 1998 Chartered Accountants 
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CONSOLIDATED BALANCE SHEETS 
DECEMBER 31 


(millions of Canadian dollars) . 1996 
Assets 
Current 
Cash : $4 
Accounts receivable 269.6 
Inventories (note 3) Ald 
Prepaid expenses 9.3 
361.7 
Deferred pension costs (note 4) 43? 
Other assets 20.9 
Property, plant and equipment (note 5) 3 3,332.6 
3,395.7 
Total assets , $3,757.4 
Liabilities 
Current 
Accounts payable and accrued liabilities $ 449.7 $ 287.2 
Income.and other taxes payable 47.6 50.5 
497.3 334, 
Deferred credits 232 359 
Provision for future site restoration (note 6) 144.2 Lied. 
Long-term debt (note 7) 1,738.8 898.7 


Deferred taxes 440.8 313.4 
: 2,347.0 132 ur 


Contingencies and commitments (note 6) 


Shareholders’ equity 
Share capital and contributed surplus (note 8) 1,879.1 |,863.6 
Retained earnings 307.5 230.4 

2,186.6 2,094.0 
Total liabilities and shareholders’ equity $5,030.9 $3,757.4 


The 1996 figures reflect reclassifications to conform to the presentation adopted in 1997. 


On behalf of the board: 


See accompanying notes. 
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CONSOLIDATED STATEMENTS OF INCOME 


YEARS ENDED.DECEMBER 31 


(millions of Canadian dollars) 1997 1996 1995 
Revenue : 
Gross sales $1,699.9 $1,406.9 $1,011.5 
Less royalties 3t2.I 224.0 144.1 
Net sales | 387.8 1,182.9 867.4 
Other (note 10) 422-3 29.9 31.8 
Total revenue 1,430.0 1,212.8 899.2 
Expenses 
Operating 479.7. Pee 245.0 
General and administrative 57.4 56.3 56.6 
Depreciation, depletion and amortization 420.6 369. | 
Dry hole 65.4 26.1 
Exploration 63.5 50.2 
Interest on long-term debt (note 5) =~ 68.7 86.4 
Other (note | 1) (26.2) (30.3) 
Total expenses 947.8 803. | 
Income from continuing operations before taxes 265.0 96.1 
Taxes (note | 2) 
Current income tax Shy 10.8 
Deferred income tax 84.3 50.5 
Petroleum revenue tax 34.5 25 
170.1.' 61.3 
Net income from continuing operations AI 34.8 
Discontinued mining operations = 5:/ 


Net income 


Earnings per share (dollars) 
Net income from continuing operations 


Net income 


Average number of common shares outstanding (millions 


) 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


YEARS ENDED DECEMBER 31 


(millions of Canadian dollars) 1996 1995 
Retained earnings, beginning of year $4135 $95.0: 


Net income . 2g 40.5 


Retained earnings, end of year 


See accompanying notes, 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


YEARS ENDED DECEMBER 31 


(millions of Canadian dollars) 1996 1995 
Operating 
Net income or .949 $40.5 
Items not involving a current cash flow (note | 3) 539.0 411.6 
Exploration 63,5 50.2 
Cash flow 697.4 502.3 
Changes in non-cash working capital (note | 3) 37.0 (8.9) 
Cash provided by operating activities There: A Set 
Investing 
Corporate acquisitions (note 2) (623.6) (344.9) = 
Capital expenditures 

Exploration, development and corporate (961.9) (564.3) (381.8) 

Acquisitions (126.6) (218.8) (106.9) 
Investments (146.6) (6.8) = 
Increase in other assets (25.3) = = 
Proceeds of disposition 

Resource properties Tae 57.8 99.8 

Investments 164.2 1.5 2.8 
Changes in non-cash working capital 39.6 eee 124.2 
Cash used in investing activities (1,609.0) (1,061.1) (261.9) 
Financing 
Increase in long-term debt on corporate acquisitions (note 2) 605. | 833.0 = 
Long-term debt repaid (963.7) (795.4) (737.0) 
Long-term debt issued 1,172.7 453.3 451.0 
Common shares issued 15.5 366.0 5.6 
Increase in site restoration provision on acquisition 12.3 20.0 S 
Deferred credits and other (17.4) (3.4) 14.4 
Changes in non-cash working capital (0.1) (0.2) (5.8) 
Cash provided by (used in) financing activities 824.4 373.8 (271.8) 
Net (decrease) increase in cash (34.0) 47.\ (40,3) 
Cash (bank indebtedness), beginning of year 4t.1 (6.0) Sas3 


Cash (bank indebtedness), end of year 


See accompanying notes. 


S71 


by ketal 


(6.0) 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


(tabular amounts in millions of Canadian dollars (‘'$'or C$") except as noted) 
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Significant Accounting Policies 


The Consolidated Financial Statements of Talisman Energy Inc. (‘‘Talisman” or ‘the Company'’) have been prepared by management 
in-accordance with accounting principles generally accepted in Canada. A summary of the differences between accounting principles 


generally accepted in Canada and those generally accepted in the United States is contained in note 15 to these statements. 


The preparation of financial statements in conformity with generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities 
at the date of the financial statements and the reported amounts of revenues and expenses during the period. Actual results could 


differ from those estimates, 
a) Consolidation 


All subsidiaries are wholly-owned and included in the Consolidated Financial Statements. A substantial portion of Talisman’s 
activities is conducted jointly with others and the Consolidated Financial Statements reflect only the Company's proportionate 


interest in such activities. 
b) Inventories 


Product inventories are valued at the lower of average cost and market value. Materials and supplies are valued at the lower of 


average cost and net realizable value. 
c) Property, plant and equipment 


The successful efforts method is used to account for oil and gas exploration and development costs. Under this method, 
acquisition costs of oil and gas properties and costs of drilling and equipping development wells are capitalized. Costs of drilling 


exploratory wells are initially capitalized and, if subsequently determined to be unsuccessful, are charged to dry hole expense. 


All other exploration costs, including geological and geophysical costs.and annual lease rentals, are charged to exploration 


expense when incurred. Producing properties and significant unproved properties are assessed annually, or as economic events 


dictate, for potential impairment. 
d) Depreciation, depletion and amortization 


Capitalized costs of proved oil and gas properties are depleted using the unit of production method. For purposes of these 


calculations, production and reserves of natural gas are converted to barrels on. an energy equivalent basis. 


Successful exploratory wells and development costs are depleted over proved developed reserves while acquired resource 
properties with proved reserves, including offshore platform costs, are depleted over proved reserves. Acquisition costs of 
probable reserves are not depleted or amortized while under active evaluation for commercial reserves. Costs-are transferred 
to depletable costs as proved reserves are recognized. At the date of acquisition, an evaluation period is determined after which 
any remaining probable reserve costs associated with producing fields are transferred to depletable costs; costs not associated 


with producing fields are amortized over a period not exceeding the remaining lease term. 


Costs associated with significant development projects are not depleted until commercial production commences. Unproved 
land acquisition costs that are individually immaterial are amortized on a straight-line basis over the average lease term until 
properties are determined to be productive or impaired. Gas plants, net of estimated salvage values, are depreciated on a 
straight-line basis over their estimated remaining useful lives, not to exceed the estimated remaining productive lives of 
related fields. Pipelines and corporate assets are depreciated using the straight-line method at annual rates of 7%, and 

10% to 33%, respectively. 
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e) 


g) 


Future site restoration 


Estimated costs of future site restoration of oil and gas properties, including offshore production platforms, are provided for 
using the unit of production method while those of gas plants and facilities are provided for using the straight-line method at 
rates approximating their useful lives but not exceeding the estimated remaining productive lives of related fields. The provision 
is included with depletion, depreciation and amortization expense and is based on engineering estimates using current costs and 
technology and in accordance with existing legislation and industry practice. Expenditures are charged against the accumulated 
provision as incurred. When a property ts disposed of, the associated accumulated provision for site restoration Is eliminated 


and included in determination of the gain or loss on disposal. 

Capitalized interest 

Interest cost associated with major development projects is capitalized until commercial production commences. 
Indonesian royalties | 


Indonesian operations conducted jointly with the Indonesian national oil company (“‘Pertamina’’) are reflected in. the 
Consolidated Financial Statements based on the Company's proportionate interest in such activities. All other Pertamina stakes, 
other than income taxes, are considered to be royalty interests. Royalties on production from Indonesian properties represent 
the entitlement of the Indonesian government and Pertamina to a portion of Talisman's share of crude oil, liquids.and natural 


gas production and are recorded using rates in effect under the terms of contracts at the time of production. 


h) Petroleum revenue tax 


i) 


United Kingdom Petroleum Revenue Tax (PRT) is accounted for using the life of the field method whereby total future PRT is 
estimated using current reserves and anticipated costs and prices and charged to income based on current revenues as a 


proportion of estimated future revenues, Changes in the estimated total future PRT are accounted for prospectively. 
Foreign currency translation 


Monetary assets and liabilities denominated in foreign currencies are translated at exchange rates in effect at the balance sheet 
date. Non-monetary assets and liabilities denominated in foreign currencies are translated at rates in effect on the dates the 
assets were acquired or liabilities were assumed. Revenues and expenses are translated at rates of exchange prevailing on the 
transaction dates. Gains and losses on translation are reflected in income when incurred, except for gains or losses on 
translation of foreign currency denominated long-term debt, which are deferred and amortized using the straight-line method 


over the expected minimum period to settlement. 
Financial instruments 


The Company enters into foreign exchange forward and option contracts to hedge anticipated and committed future foreign 
currency transactions. Interest rate swap contracts and options are used to hedge against adverse fluctuations in interest rates. 
The Company uses various instruments to hedge against unfavorable fluctuations in commodity prices. Payments or receipts on 
contracts that are designated and effective as hedges are recognized in income concurrently with the hedged transaction. The 
fair values of these contracts are not reflected in the Consolidated Financial Statements. If the hedge of an anticipated future 
transaction is terminated or if a hedge ceases to be effective, the gain or loss at that date is deferred and recognized 
concurrently with the anticipated transaction. Subsequent changes in value are reflected in income. Any instrument that does 


not constitute a hedge is recorded at fair value with any resulting gain or loss reflected in income. 
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k) Post-retirement benefits 
PENSION PLANS 


The Company sponsors both defined benefit and defined contribution pension arrangements covering substantially all 
employees. The cost of defined benefit pensions is determined using the projected benefit method prorated on services and is 
expensed as services are rendered. Pension fund assets are measured at fair value. Adjustments arising from plan amendments, 
experience gains and losses and changes in assumptions are amortized on a straight-line basis over the expected average 
remaining service life of the employee group. Gains or losses arising from plan curtailments and settlements are recognized in 
the year in which they occur A majority of the Company's defined benefit pension plans have plan assets that significantly 
exceed the present value of accrued defined benefit obligations and, accordingly, contributions by the Company are not — 


currently required. Other defined benefit plans are funded in accordance with the plan agreements. 


The cost of defined contribution pensions is expensed as earned by employees. The Company makes monthly contributions in 


accordance with the plan agreement to the employees’ individual accounts, which are administered by a plan trustee. 
OTHER POST-RETIREMENT BENEFITS 
The cost of post-retirement benefits, other than pensions, including group life and supplemental health insurance to eligible retired 
employees, is determined using the projected benefit method prorated on services and is expensed as services are rendered. 
Corporate Acquisitions 
PEMBINA RESOURCES LIMITED 


In October 1997, Talisman purchased all the issued shares of Pembina Resources Limited (‘‘Pembina’’) for cash of $501.0 million 


and long-term debt assumed of $104.1 million. 


Net Assets Acquired 

Property, plant and equipment $697.5 

Net non-cash working capital (15.7) 

Deferred income taxes and other (58.2) 
623.6 

Bank indebtedness (1.7) 

Less acquisition costs (16.8) 

$605. | 


GOAL PETROLEUM PLC 


In January 1996, Talisman purchased all the issued common shares of Goal-Petroleum plc for cash of $276.1 million and long-term 
debt assumed of $56.9 million. 


Net Assets Acquired 
Property, plant and equipment $380.2 
Net non-cash working capital (7,9) 
Deferred income taxes and other (274) 
344.9 
Cash So 
Less acquisition costs (15.8) 
$333.0 
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Inventories 

December 3| : 1996 
Materials and supplies $36.0 
Product f Sef 


Pension Plans 


At December 31, 1997, the Company's defined benefit pension arrangements consisted of accrued pension obligations with an 
actuarial net present value of $66.3 million (1996 — $64.0 million) and pension plan assets with a market-related value of $1 39. | 
million (1996 — $126.3 million). The Company used actuarial reports prepared by independent actuaries for funding and 
accounting purposes, the most recent of which was prepared as at January |, 1997. For each year in the three-year period ended 
December 31, 1997, the following assumptions were employed to determine the periodic pension expense and the net present 


value of the accrued pension obligation: 


Expected long-term rate of return on plan assets 8% 

Discount rate on accrued pension obligations 8% 

Rate of compensation increase 5% 
Net pension expense (credit) — defined benefit plans 1997 | 1996 1995 
Current service cost $ 0.9 $ 07 $ 0.9 
Interest.cost of projected benefit obligations 45 4B 41 
Return on plan assets (9O}F (9.0) (8.1) 
Net amortization and deferral and other 2.4 iD (0.9) 

$(2.1) $(2.5) _ ~$(4.0) 

Pension expense — defined contribution plan 
Current service cost $ 2.6 $ 26 $ 25 
Total net pension expense (credit) — all plans _ $ 0.5 $ 0.1 ; $(1.5) 


OR SR SN 


At December 31, 1997, the actuarial net present value of the accrued obligation for other post-retirement benefits was $6.7 million 
(1996 — $6.1 million). 


Property, Plant and. Equipment Accumulated 
depreciation, 
depletion and Net book 
December 31, 1997 Cost amortization value 
Oil and gas properties $4,156.1 $1,241.1 $2,915.0 
Gas plants, pipelines and production equipment espa] 453.8 1,499.1 
Corporate assets 86. | Lao aoe 26.9 
$6,195.1 $1,754. 1 $4,441.0 
December 31, 1996 
Oil and gas properties $3,356.0 $ 990.2 $2,365.8 
Gas plants, pipelines and production equipment 1,306.2 361.3 944.9 
Corporate assets 68.7 46.8 AN 
$4,730.9 $1 ,398.3 $3,332.6 


In the year ended December 31, 1997, interest expense of $29.1 million (1996 — $5.1 million) was capitalized relating to the 


Corridor Gas Project in Indonesia and Ross field development in the North Sea. 
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Included in property, plant and equipment are the following costs that were not subject to depreciation, depletion or amortization: 


Non-depleted capital at December 3 1997 1996 

Acquired probable reserve costs 
Canada — associated with producing fields $107.9 Reta 
North Sea — associated with producing fields 58.3 73.8 
North Sea = not associated with producing fields 141.8 IST 
Indonesia — associated with producing fields ; - 6. | 
Exploration costs 95.1 | 50.2 
; $403.1 $387.8 


Exploration costs consist of drilling in progress and wells awaiting determination of proved reserves or commencement of production. 


In addition, at December 31, 1997, $535.4 million in development costs relating to the Corridor Gas Project and Ross field development 
are not being depleted pending initial production. Development costs were $250.4 million at December 31, 1996, which primarily 
consisted of the Corridor gas and. Tanjung waterflood projects in Indonesia, and the West Brae/Sedgwick field in the North Sea. Included 


in 1996 development costs were 1996 Tanjung operating expenditures totaling $11.0 million that were capitalized as pre-production costs. 


The carrying values of capital assets, including acquired probable reserve costs, are subject to uncertainty associated with the 
quantity of oil and gas reserves, future production rates, commodity prices and other factors, Future events could result in material 


changes to the carrying values recognized in the financial statements. 


Contingencies and Commitments 


Talisman is party to various legal claims associated with the ordinary conduct of business. These claims are not currently expected 


to have a material impact on the Company's financial position: 


Talisman's estimated total future site restoration and abandonment liability at December 31, 1997 is $580 million (1996 ~ $420 
million), more than half of which is denominated in UK pounds. At December 31, 1997, Talisman had accrued $144.2 million 
(1996 — $77.7 million) of this liability and will continue to accrue the remaining balance in accordance with the Company's policy as 
set out in note | (e). The Company has provided letters of credit in the amount of £59.2 million ($139.0 million) as collateral 
against future site restoration and abandonment costs for certain North Sea fields included in the above total. Estimated future site 
restoration and abandonment costs and the related provision in the financial statements are subject to uncertainty associated with 
the method, timing and extent of future site restoration. For example, changes in legislation or technology may result in actual 


future site restoration costs that differ materially from those estimated. : 


Talisman leases certain production facilities and tts corporate offices, all of which are accounted for as operating leases. In 1997, 
Talisman entered into an agreement, subject to certain conditions, for the provision of the Ross Floating Production, Storage and 
Offloading (FPSO) vessel by a third party. Talisman also has certain minimum operating and capital commitments associated with 


the FPSO. Talisman’s total future minimum lease payments, including all amounts relating to the FPSO, are as follows: 


Year Estimated future minimum lease payments (! 
998 | $ 321 
1999 50.0 
2000 51.0 
200 | 50,7 
2002 3 | 505 
Subsequent to 2002 Gat, 
Total ; $390.2 


(Future minimum payments associated with the Ross FPSO are denominated in US dollars and UK pounds and have been translated into Canadian 


dollars based on exchange rates at December 31, 1997. 
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To support production and marketing operations, Talisman has firm commitments for gathering, processing and transmission 
services that require the Company to deliver certain minimum quantities of crude oil and liquids and natural gas to third parties or 
pay the corresponding tariffs. The average term for gathering and processing service is less than three years, while transmission 


commitments tend to be for five to |0 years. 


The Company has committed to spend approximately US$16 million prior to 2009 to fund exploration and appraisal work on the 
Corridor Production Sharing Contract (PSC). 


Long-Term Debt 


December 31] 1997 1996 
Bank Credit Facilities (!) | 
Acquisition Bridge Facility (4.50%) @ $ 243.3 $ ~ 
Project Loan Facility (US$101.2 million) (7.90%) 143.8 ; = 
Revolving Bank Credit Facilities (1996 — 5.96%) = 148.4 
Commercial Paper (1997 — 4.22%; 1996 — 3.38%) (2) 412.9 250.6 
Debentures and Notes © 
7.25% unsecured debentures (US$300 million) due 2027 428.7 - 
7.125% unsecured debentures (US$175 million) due 2007 250.1 239,7 
9.45% unsecured debentures, Series A, due 1999 100.0 100.0 
9.80% unsecured debentures, Series B, due 2004 75.0 75.0 
9.18% unsecured medium term notes, due 1998 50.0 50.0 
9.66% unsecured medium term notes, due 2002 35.0 35.0 
$1,738.8 S$: 898.2 


ES ee ae Te ee ee ee oe ae ee 


-\) Rates reflect the weighted-average interest rate of instruments outstanding at December 31. Rates are floating rate-based and vary with changes in 


short-term market interest rates. 
2) The acquisition bridge facility, commercial paper and medium term notés maturing in 1998 have been classified as long-term debt since the Company has 
the ability to replace these instruments with borrowings under the revolving bank credit facilities and the intention to refinance these instruments in 1998. 


3) Interest on all debentures and notes is payable semi-annually. 


ACQUISITION BRIDGE FACILITY 


The acquisition of Pembina was financed by a new unsecured non-revolving term credit facility arranged with a Canadian chartered 
bank. Facility borrowings are available by way of prime loans, Canadian dollar bankers’ acceptances, US dollar base rate loans or US 
dollar London Interbank Offered Rate (‘LIBOR’) based loans. Borrowings in 1997 consisted of Canadian dollar bankers’ 


acceptances. 


No additional funds may be drawn on the facility, however, the Company may repay the facility, in whole or in part, at any time 


prior to maturity. The facility matures and must be repaid in full on October 16, 1998. 


PROJECT LOAN FACILITY 


In February 1997, Talisman, through an indirect wholly-owned subsidiary, entered into a credit agreement with an international 


banking syndicate to indirectly finance a portion of the construction costs for the Corridor Gas Project. 


The credit agreement allows borrowings to a maximum of US$450 million, of which Talisman’s 40% share is US$180 million, over 
two years. Borrowings consist of US dollar LIBOR based loans. The principal of the loan must be repaid in semi-annual installments, 
together with accrued interest, beginning in the sixth month after project completion, with all principal and interest to be repaid no 
later than the earlier of that date which ts eight years from project completion or February 26, 2007. Project completion is 


currently expected in the second half of 1998. 


The lenders’ security is restricted to the shares and underlying assets of the indirect wholly-owned subsidiary that entered into the 


credit agreement, and includes the Company's interest in the Corridor PSC. 
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REVOLVING BANK CREDIT FACILITIES 


Talisman has unsecured extendible revolving term credit facilities totaling $900 million, consisting of two $450 million facilities. The 
term dates of these facilities are June 30, 1998 and December 8, 1998 respectively. Until each term date, the Company may 
borrow, repay and re-borrow at its discretion. Annually, upon agreement between the Company and the syndicate of lenders, each 


term date may be extended for an additional 364 days. 


Facility borrowings are available in the form of prime loans, Canadian or US dollar bankers’ acceptances, US dollar base rate loans 
or LIBOR based loans. 


Each facility expires five years after the then current term date and must be repaid in equal semi-annual payments beginning six 


months after the term date. 

COMMERCIAL PAPER 

Commercial paper is issued in the form of unsecured discount notes for terms that generally do not exceed six months. 
REPAYMENT SCHEDULE 


The Company's contractual minimum repayments of long-term debt in the next 10 years are as follows: 


Year Required Repayment 
|998 $ = 
1999 259.3 
2000 159.3 
2001 159.3 
2002 194.2 
2003 taal 
2004 93.0 
2005 17.9 
2006 17.9 
2007 250.1 
Subsequent to 2007 428.7 
Total $t,738.8 


Repayments of the acquisition bridge facility, commercial paper and medium term notes maturing in 1998 have been presented based on the five year 


repayment terms of the revolving bank credit facilities assuming no extensions to existing term dates. 
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Share Capital and Contributed Surplus 


Talisman's authorized share capital consists of an unlimited number of common shares without nominal or par value and first and 


second preferred shares. No preferred shares have been issued. 


1997 1996 hea) 
Shares Amount Shares Amount Shares Amount 
Common shares 

Balance, beginning of year 109,078,281 $1,784.6 96,679,83 | $1411.8 96,282,33 | $ 1,406.2 

Issued during year 
Share issue - - | 2,000,000 3634 os = 
Exercise of stock options 566,025 15.5 398,450 24 397,500 5.6 
Balance, end of year 109,644,306 1,800.1 109,078,28 | | 784.6 96,679,83 | 1,411.8 
Contributed Surplus 79.0. | 79.0 79.0 
109,644,306 $1,879.1 109,078,28 | $1,863.6 96,679,83 | $1,490.8 


RR A 


Talisman has a stock option plan that allows employees and directors to receive options to purchase common shares of the 


Company. Options granted under the plan are generally exercisable after three years and expire |0 years after the grant date. 


Option exercise prices approximate the market price for the common shares on the date the options are issued. 


Continuity of stock options 1997 1996 1995 
Number Average Number Average Number Average 
of Exercise of Exercise of Exercise 
Options Price | Options Price Options Price 
Outstanding at January | 4,005,150 $26.47 3,596,500 $25.1 | 2,485,650 $24.0 | 
Granted 1,721,550 42.55 915,000 seh 1,705,000 24.25 
Exercised (566,025) 26.48 (398,450) 24.80 (397,500) 13.98 
Forfeited (156,000) 31.82 (106,900) 26.53 (189,150) 26.25 
Expired 2 2 (1,000) 2631 (7,500) 263! 
Outstanding at December 3 | 5,004,675 $31.84 4,005,150 $26.47 3,596,500 $25.1 | 
Exercisable at December 3 | 1,053,825 $25.73 999,350 $23.67 282,000 $13.74 


RN I 


Options available for future grant 
- pursuant to the Company's 
Stock Option Plan 


4,035,050 


Additional details on the Company's stock options outstanding at December 31, 1997 are as follows: 


December 31, 1997 


100,600 


Outstanding Options 


907,700 


Exercisable Options 


Weighted Weighted Weighted 

Number Average Average Number Average 

of Exercise Years to of Exercise 

Range of Exercise Prices ($/share) Options Price ($/share) Expiry Options Price ($/share) 
$11.94 to $24.99 | ,605,900 $22.96 7 193,500 $13.58 
$25.00 to $29.99 8/4325 LOAD 6 859,325 28.44 
$30.00 to $39.99 862,500 31.18 8 = - 
$40.00 to $45.30 1,661,950 pass) ©, | ,000 4255 
$11.94 to $45.30 5,004,675 $31.84 8 1,053,825 $25.73 


Exercise of outstanding options would not have a dilutive effect on net income per common share. 


At December 31, 1997, 9,825,248 common shares were reserved for issuance primarily related to the stock option plan. 
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Financial Instruments 


Financial contracts 


The following financial contracts were outstanding at December 31: 


a) Foreign Exchange Rates 


The Company entered into the following forward contracts to sell US dollars in exchange for Canadian dollars to fix the 


exchange rate on anticipated and-committed future sales that are effectively denominated in US dollars. 


December 3! 1997 | 1996 
Weighted Weighted 
Notional Average Notional Average 
Contract Contractual Contract Contractual 
Amount Exchange Rate Amount Exchange Rate 
Year : (US$) (US$/C$) (US$) (US$/C$) 
1997 $ = $ aaa $ 168.0 $0,7267 
1998 283.0 0.7294 283.0 0.7288 
1999 351.0 0.7474 120.0 0.7635 
2000 235.0 0.7291 - = 


a ae eee ee 


b) Interest Rates 


c) 


In December 1994, in anticipation of issuing the US$175 million 7.125% debentures, the Company entered into interest rate swap 
contracts to hedge against possible adverse interest-rate fluctuations. These contracts result in the Company paying interest at a 
rate of 8.295% in exchange for receiving the three month LIBOR rate on notional principal of US$100 million until May 16, 2005. 
Based on the LIBOR rate at December 31, 1997, these contracts result in an effective rate of interest on the debentures of 8.54%. 


In 1997, Talisman wrote interest rate swap and option contracts which, if exercised by the counterparty on November 16, 
1998, would result in the Company receiving interest at a rate of 8.295% in return for paying the three month LIBOR rate on 
notional principal of US$100 million until May | 6, 2005, effectively offsetting the above interest rate swap contracts. 


Natural Gas Prices 


Talisman entered into natural gas price swap contracts to fix the price on anticipated revenues which are price sensitive to the 


New York Mercantile Exchange (NYMEX) and Sumas indices. The following contracts were outstanding at December 31: 
December 3 | 1997 1996 

Notional Notional 

Contract Talisman Contract Talisman 

Amount Receives Talisman Amount Receives Talisman 
Contract Period (mmcfid) (US$/mcf) Pays (mmecf/d) (US$/mef) Pays 
January to March 1997 = $.°- - 40 $2.62 NYMEX 
January to March 1997 ~ - — 50 Sales Sumas 
April to October 1997 ~ - - 30 Eek? Sumas 
January to March 1998 65 () 2.08 (!) Sumas ') - - ~ 


a 


(Concurrent with entering into this swap, Talisman purchased call option contracts which, if exercised by the Company, would result in Talisman 
receiving a NYMEX based price in return for paying US$2.70/mef on 20 mmefid in January to March 1998. 


Talisman also uses natural gas basis swap contracts to hedge against exposure to variations in different indices used to price 
natural gas sales. Basis swaps outstanding at December 31, 1996 resulted in Talisman receiving a NYMEX based price in 
exchange for paying a Sumas or AECO. Hub indexed price on 30 mmcf/d from January | to October 31, 1997. No basis swaps 
were outstanding at December 31, 1997. 
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d) Crude Oil Prices 


Talisman entered into crude oil price swap contracts to fix the price of anticipated 1997 revenues that are correlated to the 


NYMEX index. The following contracts were outstanding at December 31, 1996, No crude oil contracts were outstanding at 


December 31,.1997. 


Notional Contract ‘Talisman receives Talisman 
Contract period Amount (bbi/d) (US$/bbl) pays 
January to February 1997 32,500 $18.77 NYMEX 
March to December 1997 27,500 $18.71 NYMEX 
Carrying amounts and estimated fair values of financial instruments 
Asset (liability) at December 31 1997 1996 
Carrying Fair Carrying Fair 
Value Value Value Value 
Debentures and notes. $(938.8) $(99 1.0) $(499.7) $(534.4) 
Foreign exchange forward contracts = (54.8) = 14.1 
Interest rate swap contracts — (18.1) = (13.8) 
Natural gas price swap contracts - 48 = (6.0) 
Natural gas basis swap contracts = - — one 
Crude oil price swap. contracts = = = (55.6) 


Borrowings under bank credit facilities and issuances of commercial paper are for short terms and are market rate based, thus, 


carrying values approximate fair value. The fair value of debentures and notes is based on market quotations, which reflect the 


discounted present value of the principal and interest payments using the effective yield at December 31 for instruments having the 


same term and risk characteristics. Fair values for derivative instruments are determined based on the estimated cash payment or 


receipt necessary to settle the contract at December 31. Cash payments or receipts are based on discounted cash flow analysis using 


current market rates and prices. 


The fair values of other financial instruments, including cash, accounts receivable, and accounts payable and accrued liabilities, 


approximate their carrying values. 


Credit risk 


A significant portion of the Company's accounts receivable are due from entities in the oil and gas industry. Concentration of credit 
risk is mitigated by having a broad domestic and international customer base, which includes a significant number of companies 
engaged in joint operations with Talisman. The Company routinely assesses the financial strength of its partners and customers, 
including parties involved in marketing or other commodity arrangements. At December 31, 1997, amounts due from any one 
party are not material, except that substantially all of the Company's Indonesian accounts receivable are due from Pertamina 
(representing approximately |2% of consolidated accounts receivable). Talisman continues to receive payments for amounts 


outstanding at December 31, 1997 and does not expect any collection problems. 


The Company is exposed to credit risk associated with possible non-performance by derivative instrument counterparties. The 
Company does not generally require collateral from its counterparties, but believes the risks of non-performance are minimal as 
the counterparties are major financial institutions that generally have at least an ‘A’ credit rating as determined by recognized credit 


rating agencies. The Company also limits its total exposure to individual counterparties. 


Other Revenue 


Year ended December 31 1997 1996 1995 
Pipeline and custom treating tariffs | $31.9 $23.0 $21.9 
Investment income 8.0 30, 8.5 
Marketing income | 2.3 3.0 1.4 

$4 Oe GIO Re esh se SILO 
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Year ended December 3 | 1997 1996 1995 
Net gain on asset disposals $(20.7) $(25.4) $(39.3) 
Gain on marketing contract settlement (11.4) = — 
Foreign exchange (gain) loss (4.2) (6.4) 0.5 
Other (income) expense (5.1); 5.6 2.6 
North Sea office relocation re Be ee) 
$(41.4) $(26.2) $(30.3) 
Taxes 
INCOME TAXES | 
Year ended December 3 | 1997, 1996 1995 
Current income taxes 
Canada'!) $ 28 $ 24 Seeks 
United Kingdom 14.2 22.| 2.0 
Netherlands 0.6 = = 
Indonesia 19.0 26.8 AS 
Other 1.3 = - 
37.9 513 10.8 
Deferred income taxes (recovery) ie 
Canada 52.0 432 8.4 
United Kingdom 20.8 204: 30.2 
Netherlands bee 70 4.8 
Indonesia (6.2) 8.8 10,2 
Other (12.1) (4.8) (3.1) 
60.4 84.3 50.5 
Income taxes on continuing operations $ 98.3 $135.6 $ 61.3 


RR 


(Current Canadian income taxes includes the federal tax on large corporations, net of Alberta royalty tax credits. 


Deferred distribution taxes associated with operations in the United Kingdom have not been recorded because, based on current 


plans, repatriation of funds in excess of foreign reinvestment will not result in material amounts of tax expense. Unremitted 


earnings in foreign jurisdictions are not material. 


Income taxes vary from the amount that would be computed by applying the Canadian statutory income tax rate of 43.2% 


(1996 = 435%; 1995 =43:5%): 


Year ended December 3 | 1997 1996 1995 
Income taxes calculated at the statutory rate $ 89.6 $115.2 SA 
Increase (decrease) in income taxes resulting from: 
Non-deductible royalties, mineral taxes and expenses 63.4 56.5 AO) 
Resource allowances (52.1) (49.0) (37.5) 
Non-deductible depreciation, depletion & amortization 37.8 37:8 pays 
Deductible PRT expense (13.0) (14.0) ~ 
Lower foreign tax rates (net) (27.7) (12.0) (Fo) 
Provincial rebates and credits (6.5) (5.8) (3.4) 
Federal tax on large corporations 3.0 2.7 2.8 
Other 3.8 4.2 (4.0) 
Income taxes on continuing operations $ 98.3 $135.6 $ 61.3 
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PETROLEUM REVENUE TAXES (PRT) 


PRT expense primarily relates to the North Sea and is comprised of current taxes of $23.1 million (1996 — $30.2 million) and 


deferred taxes of $8.8 million (1996 — $4.3 million). The measurement of PRT expense and the related provision in the 


Consolidated Financial Statements is subject to uncertainty associated with future recoverability of oil_and gas reserves, commodity 


prices and the timing of future events, which could result in material changes to:deferred amounts. 


Consolidated Statements of Cash Flows 


Year ended December 31! £997: 1996 1995 
Net income 
Continuing operations $ 77.1 $ 949 ; $ 34.8 
Discontinued operations = ~ ont 
77\ 49 40.5 
Items not involving a current cash flow | 
Depreciation, depletion and amortization 541.2 420.6 369, | 
Deferred taxes 
Continuing operations 69.2 88.6 50,5 
Discontinued operations - = $423.0 
Dry hole 42.4 65.4 26.| 
Net gain on asset disposals (20.7) (25.4) (39.3) 
Other (4.1) (10.2) 22 
628.0 5390) 411.6 
Exploration expense 92:3 63.5 SO2 
Cash flow $797.4 $697.4 $502.3 
Cash flow per share $27.29 $ 6.71 Si.2! 
Fully diluted cash flow per share 7.05 657: 5.09 
Cash interest paid (net of capitalized interest) $ 43.2 $ 71.6 $ 82.8 
Cash income taxes paid 37.5 224 1 


0600 EEE —_—_  ———_.—n nn aS 


Changes in operating non-cash working capital consisted of the following: 


Year ended December 31 1997 1996 1995 
Accounts receivable $(71.0) $(36.6) $(46.7) 
Inventories 0.5 3.0 10.5 
Prepaid expenses (0.7) 3.0 (1.0) 
Accounts payable and accrued liabilities 35.3 24.5 31.0 
Income and other taxes payable (7.9) 40. | 0.8 
Deferred credits (3.0) PES) (3.5) 
Net (use) source of cash $(46.8) $ 37.0 $ (8.9) 
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Segmented Information 
Talisman's activities are conducted in four geographic segments: Canada, the North Sea, Indonesia and other international locations. : 
The North Sea segment includes operations in the United Kingdom and the Netherlands. All activities relate to the exploration, 
development and production of oil, liquids and natural gas. 
Canada North Sea 
1997 1996 1995 1997 1996 1995 
Revenue 
Gross sales 
Oil and liquids $ 390.4 $ 366.1 $ 286.3 $ 469.9 $*:3302 $ 1589 
Natural gas 403.7 5439 288.9 142.1 rt.3 oe) 
Synthetic oil 25.7 27.0 22.0 - = — 
Sulphur 2.0 1.0 6.2 = - - 
Total gross sales 821.8 740.0 603.4 612.0 441.5 251.0 
Royalties 162.9 137.6 104.4 30.7 19.7 D3 
Net sales 658.9 602.4 499.0 581.3 421.8 248.7 
Other 18.2 LoS 9 23.8 14.4 13.8 
Total revenue 677.| 617.9 eee, 605.1 F362 262.5 
Expenses 
Operating 
Oil and liquids 66.| 46.0 42.6 201.4 778 38.2 
Natural gas 96.9 83.3 778 33.1 253 24.3 
Synthetic oil [359 12.8 ao - ~ — 
Pipeline 3.4 3.4 3.6 8.5 = = 
Total operating expenses 180.3 erro} 136.9 | 243.0 102.9 62.5 
Depreciation, depletion 
and amortization 238.3 21D 216.2 253.8, 163.8 118.0 
Dry hole 24.| 26.0 bel 9.3 34:7 - 
Exploration 41.9 33.8 pig arG 15.3 13.6 3.9 
Other (36.0) (20.3) (4553) (9.5) | (7.6) ees 
Total segmented expenses 448.6 404.5 360.3 | 513:F 307.4 199. | 
Corporate expenses 
General and administrative 
Interest on long-term debt 
Total corporate [ 
Income from continuing 
operations before taxes $ 228.5 $2134 $ 156.6 $- 91.4 $ 128.8 S634 
Segmented assets $2,438.4 1574.3 $1,461.1 $1,880.8 $1,693.8 $1,166.6 
Add corporate 5 
Total assets 
Capital expenditures 
Exploration $ 140.9 $. = Qt. $: 89,7 $ 44.6 Se 28i $29.3 
Development 270.9 236.| 152.9 a 2219: 96,7 28.7 
Exploration & development 4118 3272 242.6 266.5 124.8 58.0 
Acquisitions 
Proceeds on dispositions 
Corporate 
Net capital expenditures 


SS SS a Sa ag a ELT ES PE 
(0 Excluding corporate acquisitions 


Indonesian revenues in 1997, 1996 and 1995 consist entirely of sales to Pertamina, which currently markets all of the Company's 
crude oil in Indonesia. In 1996 and 1995, substantially all North Sea oil and liquids revenues were from sales to British Petroleum. 
North Sea revenues in 1997 consist of sales to a variety of customers. 
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Indonesia Other Total 

L997 | 1996 1995 1997, 1996 1995 e997: 1996 1995 

$ 266.1 $225.4 $157.1 $ - $ ~ $ ~ $1,126.4 $ ODE. $ 602.3 
= = ~ - _ - 545.8 ASD. 381.0 

= = ~ _ ~ ~ 25.7 27.0 22.0 

z = - - ~ - 2.0 1.0 6.2 

266.1 225:4 157.1 - ~ 1,699.9 |,406.9 LO11.5 
118.5 66.7 B74 - ~ - 312.1 224.0 144.1 
147.6 158.7 119.7 - = - 1,387.8 82:9 867.4 

= — 0.1 0.2 ~ - 42.2 29.9 31.8 

147.6 158.7 119.8 0.2 ~ = 1,430.0 1,212.8 899.2 
56.4 Si 45.6 = - - 323.9 1749 126.4 

- ~ ~ - _ — 130.0 108.4 102.1 

- - ~ - - ~ 13.9 12.8 bn 

- - — - — = 11.9 34 3.6 

56.4 Sls 45.6 - - - 479.7 299:5 245.0 
46.8 369 sa) 0.5 04 ~ 541.2 420.6 369. | 

5.6 De 34 3.4 2.0 3.6 42.4 65.4 26.| 

6.7 AD) hal 28.4 Pe) 5.0 92.3 63.5 50.2 
20 1.6 (1.2) 2: 0.1 LZ: (41.4) (26.2) (30,3) 
117.5 96.5 90.4 34.4 144 10.3 1,114.2 822.8 660. | 
57.4 56.3 56.6 

Sel 68.7 86.4 

108.5 125.0 143.0 

$ 30.1 $e 62,2 See A: $ (34.2) $144) $ (10.3) $ 207.3 $ 265.0 $ 96,1 
$ 600.5 PBS $ 4339.5 $ 42.3 $ 29.8 Fee isal $4,962.0 86955 2,980.3 
68.9 64. | 60.0 

$5,030.9 $3757 $3,040.3 

$ 20.4 Ce son KOE Sos elilies) $= 39.6 Set pie Ow. $ 245.5 $ 162.6 $ 149.0 
212.3 61.5 449 - — ~ 705.1 3943 2295 
23207. [ TES Soa, 39.6 324 18.2 950.6 556.9 378.5 
126.6 2188 106.9 
(71.2) (57.8) (99.8) 

11.3 Vist oy 

$1,017.3 $-2725.3 $ 388.8 
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Accounting Principles Generally Accepted In The United States 


“TALISMAN ENERGY INC. 
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The Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted in Canada 


(“Canadian GAAP") which, in most respects, conform to accounting principles generally accepted in the United States (‘US GAAP"), 


Significant differences between Canadian and US GAAP are as follows. 


C$ million for the year ended December 31 Notes 1997 | 1996 fee 
Net income — Canadian GAAP $77.1 $94.9 $40.5 
Foreign exchange (loss) gain’ on long-term debt | (21.8) (1.5) 6.5 
Gains on property exchanges 2 = = (14.4) 
Depreciation, depletion and amortization 23 (53.0) (42.6) (42.1) 
(Loss) gain on foreign exchange forward contracts 4 (21.4) 8.7 5A 
Other = = 0.7 
Deferred income taxes 3 43.6 [ 22.| 33.0 
(52.6) | (13.3) (10.9) 
Net income — US GAAP $24.5 $81.6 $29.6 
Earnings Per Share —- US GAAP (C$/share) 
Net income from continuing operations $0.22 $0.79 $0.25 
Net income 0.22 (OA 0.31 


RR 


Stock options outstanding do not have a material dilutive effect on earnings per share. 


Balance sheet items in accordance with US GAAP are as follows: 


C$ million at December 3 | Notes 1997 | 1996 
Canadian US Canadian US 
GAAP GAAP GAAP GAAP 
Accounts receivable 4 | 403.9 403.9 269.6 273.8 
Other assets at 735 50.9 20.9 30.8 
Property, plant and equipment 20 4,441.0 4,773.3 3,332.6 3,576.7 
Deferred credits | 232 30.5 29,7 28.5 
Deferred income taxes 3 440.8 820.1 Ski 595. | 
Share capital and contributed surplus 1,879.1 1,895.6 |,863.6 |,880. | 
Retained earnings I-5 307. 216.1 230.4 191.6 


RR A A A A RRS A 


The following are the investing and financing cash flows as they would be reported under US GAAP: 


C§ million for the year 


ended December 3! ~ Notes 1997 1996 1995 
Canadian US Canadian US Canadian US 
GAAP GAAP GAAP GAAP GAAP GAAP 
Cash used in investing 
activities 6 | $(1,609.0) $(1,504.9) $(1,061.1) $(1,004.2) $ (261.9) $ (261.9) 
Cash provided by (used in) | } 
financing activities 6 824.4 720.3 373.8 310.9 (271.8) (265.8) 
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|. Foreign exchange on long-term debt 
US. GAAP require that long-term debt denominated in foreign currencies be translated at the rates of exchange in effect on the 
balance sheet date, with inclusion of the resulting gain or loss in net income for the period. Canadian GAAP require that these 


gains or losses be amortized over the life of the long-term debt. 


2. Gains on property exchanges 
Under US and Canadian GAAP property exchanges are recorded at the carrying value of the assets given up unless the 
exchange transaction includes significant cash consideration, in which case it is recorded at fair value. Under US GAAP asset 
exchange transactions are recorded at fair value if cash consideration is greater than 25% (10% under Canadian GAAP) of the 
fair value of total consideration given or received. The resulting differences in the recorded carrying values of these properties 


further results in differences in depreciation, depletion and amortization expense in subsequent years. 


3. Income taxes and depreciation, depletion and amortization 
Under US GAAP companies are required to recognize deferred income taxes based on the liability method in accordance with 
Statement of Financial Accounting Standards (SFAS) No. 109, while Canadian GAAP currently permits use of the deferral 
method. The Company recognized a greater deferred income tax liability under US GAAP for corporate acquisitions due to the 
differences. between assigned values and the tax bases of assets acquired and liabilities assumed. The increased deferred income 
tax liability was offset by an increase in the assigned values of property, plant and equipment acquired and results in additional 


depreciation, depletion and amortization. 


4. Foreign exchange forward contracts 
The Company has designated certain of tts foreign exchange forward contracts as hedges of Indonesian and Canadian 


production subject to firm production and marketing contracts for delivery in 1998 through 2000. 


In addition, some of the Company's foreign exchange forward contracts also hedge anticipated future US dollar denominated sales 
that are not firmly committed. In accordance with Canadian GAAP payments or receipts on these contracts are recognized in 
income concurrently with the hedged transaction. The fair values of the contracts are not reflected in the accounts. In accordance 
with US GAAF foreign exchange forwards contracts associated with anticipated future transactions that do not constitute firm 


commitments are recognized in the financial statements at fair value, with any resulting gain or loss immediately reflected in income. 


5. Appropriation of contributed surplus 
In 1992, concurrent with a change in control of the Company, $16.5 million of contributed surplus was appropriated to retained 
earnings to eliminate the deficit-at June 30, 1992. This restatement of retained earnings is not permitted under US GAAP as the 


events that precipitated it did not constitute a quasi-reorganization. 


6. Consolidated Statement of Cash Flows 
Under US GAAP only the cash paid pursuant to.a corporate acquisition is presented in the Consolidated Statement of Cash 
Flows as an investing activity. Under this approach, common shares issued or liabilities assumed on corporate acquisitions and 
certain property acquisitions are not included as a financing activity, but are netted against corporate assets acquired, to present 
only the assets acquired for cash. Further, bank indebtedness is not considered to be a component of cash under US GAAP 
Accordingly, under US GAAP the annual change in bank indebtedness is included in the Consolidated Statement of Cash Flows 


as a financing activity. 


PENSION PLANS 


Under Canadian GAAP the net present value of accrued pension obligations at December 31 was measured using management's 
best estimate of the discount rate on accrued pension obligations. US GAAP requires that the accrued pension obligation be 
measured using existing market interest rates at which the pension obligation could be effectively settled which, at December 31, 
1997, was 7% based on the effective yield on high-quality fixed-income investments having a term to maturity consistent with the 
estimated remaining service life of the employee group. At December 3 | 1997, the net present value of accrued pension obligations 


using this rate was $75.1 million. The Company's assumed discount rate at December 31, 1996 approximated market interest rates. 
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December 3 | 1997 1996 
Fully Partially Fully Partially 
Funded Funded Funded Funded 
Plans (!) Plan (2) Plans (!) Plan () 
Vested benefit obligation $56.7 $10.2 $50.4 $ 9.0 
Effect of future salary escalation 39 4.3 29 1,7 
Projected pension obligation 60.6 14.5 eC eae: 10.7 
Market-related value of pension assets 134.5 4.6 121.4 ae 
Excess (deficiency) of pension assets over 
projected pension obligation f3.2 (9.9) 68. | (5.8) 
Unrecognized net (gains) losses (13.1) 1.7 (13.4) (0.9) 
Unrecognized past service cost ©) 4.0 (4.0) 43 (5.1) 
Unrecognized transition (asset) obligation (11.1) 48 (12.3) 6.4 
Other (6.0) - (4.5) =e 
Deferred pension cost (accrued pension liability) $47.7 $ (7.4) $42.2 $ (5.4) 


() Represents plans with pension assets in excess of accrued pension obligations. 
(2 Represents plan with accrued pension obligations in excess of pension assets. 
() Includes certain plan amendments. 


STOCK OPTION PLAN 


No amount of compensation expense has been recognized in the financial statements for stock options granted to employees and 
directors. The following table provides pro forma measures of net income and net income per share in accordance with US GAAP 
had stock options been recognized as compensation expense based on the estimated fair value of the options on the grant date in 
accordance with SFAS No. | 23. 


| 1997 1996 L995 
| As Pro As Pro As Pro 
Reported Forma Reported Forma Reported Forma 
Net income $24.5 ey Ae iE $81.6 $73.6 $29.6 $25.2 
Net income per share 0.22 0.07 0.79 0.71 0.31 0.26 


The pro forma amounts above are not indicative of future results as options generally vest over three years (and are reflected as 
compensation expense in the above table over this period) and SFAS |23 does not apply to options granted prior to 1995. 


Additional awards in future years are anticipated. 


Stock options granted in 1997 had an estimated weighted average fair value of $20.34 per option (1996 ~ $16.41. per option; 
1995 — $10.13 per option). All options issued by the Company permit the holder to purchase one common share of the Company 
at the stated exercise price. 


The estimated fair value of stock options issued was determined using the Black-Scholes model using the following weighted 


average assumptions: 


1996 1995 
Risk-free interest rate (%) : 7.0 8.3 
Estimated hold period prior to exercise (years) j x 5.1 


Volatility in the price of the Company's common shares (%) 


The Company has not paid dividends since 1991; no future dividend payments were assumed in estimating the fair value of the options. 
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INCOME. TAXES 


The net deferred tax liability calculated pursuant to SFAS 109 comprised the following: 


December 31 1997 1996 
Deferred tax liabilities 
Differences between tax bases and reported amounts of 
property, plant and equipment $(865.6) $(632.0) 
Differences between tax bases and reported amounts of 
pension assets (20.6) (15.6) 
Other taxable temporary differences (24.7) (4.4) 
(910.9), (652.0) 
Deferred tax assets 
Tax credits carried forward ( 31.9 28.9 
Provision for site restoration 50.7 30.3 
Other deductible temporary differences 15.2 va 
97.8 663 
Valuation allowance (7.0) | (9.4) 
Net deferred income tax liability $(820.1) $(595.1) 
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(). The deferred tax effects associated with tax credits carried forward at December 31, 1997 expire as follows: 1998 — $21.8 million; 1999 — $6.9 million; 


subsequent to 1999 — $3.2 million. 


CHANGES IN ACCOUNTING STANDARDS 


The FASB has approved SFAS | 30, Reporting Comprehensive Income, which will be effective for the Company's 1998 reporting. 


There are currently no differences between the Company's net income and comprehensive income. Pending adoption of proposed 


accounting standards for derivatives and hedging activities, a majority of the Company's derivatives, including foreign exchange 


forward contracts and interest rate swap contracts, would be recorded in the financial statements at fair value with changes thereto 


reported as comprehensive income. 


Summary US$ Information 


Unless otherwise noted, all amounts in the Consolidated Financial Statements, including Accounting Principles Generally Accepted in 


the United States above, are reported in millions of Canadian dollars. The following information reflects summary financial 


information prepared in accordance with US GAAP translated from Canadian dollars to US dollars at the average exchange rate 


prevailing in the respective year. The US dollar amounts below are approximations only and are not indicative of the Company's 


actual financial results had US dollars been used as the reporting currency. For example, depreciation, depletion and amortization 


expense is translated in each year using the average exchange rate in that year, which may not reflect the prevailing exchange rate 


when the capital assets were acquired. 


US$ million (except as noted) 1997 1996 1995 
Total revenue US$1,029.5 US$888.9 US$656.9 
Cash flow 574.0 511.1 366.9 
EBITDA () 521.6 532.8 405.8 
Net income from continuing operations 17.6 59.8 17.4 
Net income 17.6 59.8 21.6 
Earnings Per Share (US$/share) 

Net income from continuing operations 0.16 0.58 0.18 

Net income 0.16 0.58 0.23 
Average exchange rate (US$/C$) 0.7199 0.7329 0.7305 


i RA 


(1) Earnings before interest, income taxes and depreciation, depletion and amortization. 
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SUPPLEMENTARY OIL AND GAS INFORMATION (UNAUDITED) 


The following supplemental data on the Company's oil and gas activities: were prepared in accordance with the United States Financial 
Accounting Standards Board's (FASB) Statement of Financial Accounting Standards No. 69: Disclosures About Oil and Gas Producing 
Activities. Activities not directly associated with conventional crude oil and natural gas production, including synthetic oil operations, 


are excluded from all. aspects of this supplementary oil and gas information. 


Results of Operations from Oil & Gas Producing Activities 
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Years ended December 3 | 


(millions of Canadian dollars) Canada North Sea Indonesia Other Total 
1997 
Net oil and gas revenue derived 
from proved reserves $ 647.6 $ 601.3 $ 147.5 —$ = $1,396.4 
Less: 
Production costs 166.5 243.0 56.4 - 465.9 
Exploration & dry hole expense 65.9 24.7 12.2 31.8 134.6 
Depreciation, depletion and 
amortization 223.2 255.5 46.8 0.5 526.0 
Tax expense (recovery) 98.5 65.6 18.6 (13.9) 168.8 
Bepults atropetations oon RA ah ior ee Mee ee cate Pee ea aes UE 
1996 
Net oil and gas revenue derived 
from proved reserves $ 5909 4 SAS $ 158.7 $ - $1,184.3 
Less: 
Production costs [325 7. 102.9 Sy in 2 286.7 
Exploration & dry hole expense BYR) 48.3 6.9 13.9 128.9 
Depreciation, depletion and 
amortization 207.4 163.8 36.9 aA 408.5 
Tax expense (recovery) 94.8 85.5 37.8 (6.2) 211.9 
Results of operations $2 96.2 cL ie $ 26.0 $< Bil) $ 148.3 
1995 
Net oil and gas revenue derived 
from proved reserves $ 484.1 $ 260.9 Sst Osh $ ee eR CL 
Less: . : 
Production costs 124.0 62.5 45.6 = 232.1 
Exploration & dry hole expense 52.7 39 IT. 8.6 763 
Depreciation, depletion and 
amortization 2054 118.0 ASG Ss 358.3 
Tax expense (recovery) 49:2 “hd 18.1 (3.7) 105.5 
Results of operations $52 Pa 35' 3 $ 10.0 $7 AAD) See oS 


Net oil and gas revenue derived from proved reserves is net of applicable royalties, 
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Capitalized Costs Related to Oil & Gas Activities 


As at December 31 


(millions of Canadian dollars) Canada North Sea Indonesia Other Total 
1997 
Proved properties $2,927.3 $1,934.6 $ 561.9 = $5,423.8 
Unproved properties : 374.8 221.0 3.9 29.8 629.5 
Incomplete wells and facilities 2.6 21.8 2.3 3:3 30.0 
3,304.7 2,177.4 568. | 33.1 6,083.3 
Less: accumulated depreciation, 
depletion and amortization (1,066.4) (507.1) (119.3) - (1,692.8) 
Net capitalized costs $2,238.3 $1,670.3 $ 448.8 $33.1 $4,390.5 
1996 
Proved properties $2,181.9 $1,569.5 f.4575 = $4,108.9 
Unproved properties 160.7 329.8 ; 6.2 24.9 521.6 
Incomplete wells and facilities Meroe: 1.0 1.2 0.9 8,8 
2,348.3 | 900.3 364.9 25.8 46393 
Less: accumulated depreciation, 
depletion and amortization (974.6) (302.4) (72.6) = (1,349.6) 
Net capitalized costs $1,373.7 $1 9/9 $2923 25.8 $3,289.7 
1995 
Proved properties $1,925.2 $1,143.5 $ 203.3 = $3,272.0 
Unproved properties 169.0 132.3 L112 1}.2 ADS H: 
Incomplete wells and facilities ; 7.2 0.3 e: 0.2 Die 
POA 1,276.1 3145 Eile 3/7034 
Less: accumulated depreciation, 
depletion and amortization i B-43.8) (148.8) (48.6) = (1,01 1.2) 
Net capitalized costs $1,287.6 $1,127.3 pi2Ga.7 ahs: $2,692.2 
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Costs Incurred In Oil & Gas Activities 


Years ended December 3 | 


(millions of Canadian dollars) Canada North Sea Indonesia Other. Total 
1997 
Property acquisition costs : 
Proved ; $ 508.7 See De) $ st $ = $ 531.6 
Unproved 208. | 46.0 2.0 1.8 257.9 
Exploration costs 105.7 44.6 18.4 37.8 206.5 
Development costs . 267.6 222.0 212.3 . — 701.9 
Total costs incurred $1,090. 1 $ 335.5 $ 232.7 $9539.6 $1,697.9 
1996 
Property acquisition costs : 
Proved opie $. 24271 $ es $ z bu2645 
Unproved 19.7 303-5 = = 323.2 
Exploration costs AWS 28.1 11.0 324 143.0 
Development costs 228.2 96.7 61.5 = 386.4 
Total costs incurred SSRI Allita| $ 640.4 Gun 725 $ 324 $l,t 171 
1995 
Property acquisition costs 
Proved ; eb 93.3 $ = $ aloe $ = $ 1069 
Unproved 16.4 = = I. | Pea) 
Exploration costs 23.3 Pir i 11.8 17. Lad 
Development costs 151.3 28.7 47.9 — 227.9. 
Total costs incurred $3343 $0 OP pe One 3 areal ine uaOoud: 


Standardized Measure Of Discounted Future Net Cash Flows From Proved Reserves 
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Future net cash flows were calculated by applying the respective year-end prices to the Company's estimated future production of 
proved reserves and deducting estimates of future development and production costs and income taxes. Future development and 
production costs have been estimated based on the assumed continuation of cost levels and economic conditions existing at each 
year-end. Similarly, future income taxes have been estimated based on statutory tax rates enacted at year-end. The present values 


of the estimated future cash flows were determined by applying a 10% discount rate prescribed by the FASB. 


In order to increase the comparability between companies, the standardized measure of discounted future net cash flows necessarily 
employs uniform assumptions that do ‘not necessarily reflect management's best estimate of future events and anticipated outcomes. 
Accordingly, the Company does not believe that the standardized measure of discounted future net cash flows will be representative 
of actual future net cash flows and should not be considered to represent the fair market Value of the oil and gas properties. Actual 


future net cash flows will differ significantly from those estimated due to, but not limited to, the following: 


* production rates will differ from those estimated both in terms of timing and amount. For example, future production may 
include significant additional volumes from Unproved reserves; 

* future prices and economic conditions will differ from those at year-end. For example, changes in prices reduced discounted 
future net cash flows by $1.6 billion in 1997; 

* future production and development costs will be determined by future events and will differ from those at year-end; and 

* estimated income taxes will differ in-terms of amounts and timing dependent on the above factors, changes in enacted rates 


and the impact of future expenditures on unproved properties. 
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As at December 31 


Discounted Future Net Cash Flows from Proved Reserves 
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(millions of Canadian dollars) Canada North Sea Indonesia Total 
1997 | 
Future cash inflows $ 5,842 $ 4,054 $ 2,046 $11,942 
Future costs Production (1,769) (1,746) (836) (4,351) 
Development & site restoration (324) (605) (213) (1,142) 
Future net inflows before income taxes 3,749 1,703 997 6,449 
Future income and petroleum revenue taxes (969) (484) (261) (1,714) 
Future net cash flows 2,780 E219) 736 4,735 
10% discount factor (1,025) ~ (320) (231) (1,576) 
Discounted future net cash flows $ 1,755 $ 899 $505 $ 3,159 
1996 
Future cash inflows $ 5,854 $ 4314 $ 2,144 Siow. 
Future costs Production (1,056) (1,402) (701) (3,159) 
Development & site restoration (180) (426) (295) (901) 
Future net inflows before income taxes 4,618 2,486 1,148 8,252 
Future income and petroleum revenue taxes (1,651) (829) (470) (2,950) 
Future net cash flows 2,967 1,657 678 5,302 
10% discount factor (793) (527) (242) (1,562) 
Discounted future net cash flows $ 2,174 $ 1,130 $ 436 $ 3,740 
1995 
Future cash inflows G A TAA 3 $2 G74 Se a4 $6,629 
Future costs Production (1,014) (600) (226) (1,840) 
Development & site restoration (167) (175) (36) (378) 
Future net inflows before income taxes 2,963 1,166 282 4411 
Future income and petroleum revenue taxes (671) (257) (73) (1,001) 
Future net cash flows D292 909 209 3,410 
10% discount factor (759) (278) (47) (1,084) 
Discounted future net.cash flows SSUPSoS! $. 63)| $ 162 $ 2,326 
Future cash inflows are revenues net of royalties. 
Principal Sources of Changes in Discounted Cash Flows 
Years ended December 31 
(millions of Canadian dollars) 1997 | 1996 1995 
Sales of oil and gas produced, net of production costs $ (931) $ (898) $ (633) 
Net change in prices (1,591) 1,479 56 
Net change in production costs (60) 4 | 40 
Net change in future development & site restoration costs (21) 56 (2) 
Development costs incurred during the year 300 60 v7, 
Extensions, discoveries and improved recovery 652 1,219 261 
Revisions of previous reserve estimates 65 189 136 
Net purchases and:sales of reserves in place 391 452. 53 
Accretion of discount 575 301 272 
Net change in taxes 215 (1,325) 54 
Other (| 76) | (160) (36) 
Net change (581) 1,414 278 
Balance, beginning of year 3,740 2,326 2,048 
Balance, end of year $3,159 $3,740 $2,326 
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Continuity of Proved Reserves 
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Canada (!) 


North Sea 


Indonesia 


Total 


Conventional crude oil and natural 
gas liquids (millions of barrels) 


Gross 3) Net 


Gross 8) Net 


Gross 8) . Net @ 


Gross 8) Net “ 


Total proved 


103.1 


Proved reserves at December 31, 1994 78.8 3) 36.9 Difed: 20.5 167.8 136.2 
Discoveries, additions and extensions 12.6 9.8 = - 2.8 es eS pat Ih 
Dispositions and acquisitions 0.9 0.6 == = = = 0.9 0.6 
Net revisions and transfers ©) 1.8 Dee 0.5 0. | 8.9 3.0 shed 5.3 
Production during the year C1329) 522 (10.8) (6.9) (6.7) (6.6) (2.5) va A DAY 228 (20,0} 
Proved reserves at December 31, 1995 104.5 80.6 Billed 30.3 32.3 22.3 167.9 [33:2 
Discoveries, additions and extensions 23,2 18.0 Des 23.6 6.3 2.6 53.8 44> 
Dispositions and acquisitions 1.5 1.3 34.1 32.5 = - 35.6 33.8 
Net revisions and transfers ©) |.2 (1.3) (5.6) (5.6) 8.7 44 43 (2.5) 
Production during the year (o3jors Chiao “Gee Chee) (8.3) (oR) crake epee Beans Ocha 
Proved reserves at December 31, 1996 b15.4 Sie Thies 69.0 39.0 235 DDO NDS 
Discoveries, additions and extensions 29.0 23:3 30.1 29.7 9.6 5.5 68.7 58.5 
Dispositions and acquisitions 223 20.7 6.7 6.7 - _ 29.0 27.4 
Net revisions and transfers ©) 6.8 8.2 13.6 13.6 2.8 3.6 23.2 25.4 
Production during the year (E78) (135) (18.4) > 217-7) = C1023) (5.9) (46.5) (37.1) 
Proved reserves at December 31, 1997 155.4 126.0 103.8 101.3 41.1 26.7 300.3 254.0 
Proved developed 

December 31, 1994 94.0 720 27.0 26.6 18.2 12.9 139.2 ane) 
December 31, 1995 100.8 T13. 24D. 23.5 Ble7 21.8 156.7 1232: 
December 31, 1996 109.9 83.3 52.0 49.8 32.3 18.5 194.2 151.6 
December 31, 1997 149.9 121.9 75.6 73.5 34.9 21.6 260.4 217.0 | 
Natural gas (billions of cubic feet) 
Total proved 

Proved reserves at December 31, 1994 5200 22S 331.2 325.5 - El Boe Oat 
Discoveries, additions and extensions 168.1 148.4 DED) 27.0 - - [953 175.4 
Dispositions and acquisitions 9 8.1 = = = = 25, 8.1 
Net revisions and transfers ©) 63,7 157.7 18.3 32 - - 82.0 170.9 
Production during the year ° (211.8) (184.8) (25.3) (24.1) - = (23%. (2089) 
Proved reserves at December 31, 1995 oS Oss oO) Sie 341.6 - = 1,901.8. 1,692.6 
Discoveries, additions and extensions 2334 209.3 50.8 48.0 332.0 273.3 616.2 530.6 
Dispositions and acquisitions 43).-° G28) 48.6 48.2 ~ = 34.3 BoA 
Net revisions and transfers ©) (14.2) 10.1 0.5 (1.3) - = 35> (3.7) 8.8 
Production during the year (203-99 5— BZN 83 SI aS bade = —. (236.9) 214.6) 
Proved reserves at: December 31, 1996 55 Tae 418.3 404.8 332.0 273.3 -2,3015727.2,052:8 
Discoveries, additions and extensions 265.8 227.5 21.3 20.9 120.5 104.1 407.6 352.5 
Dispositions and acquisitions 289.6 247.9 = - - — . 289.6. 247.9 
Net revisions and transfers © (56.5)=.2.-(93:6)- <= (38,7). -=(35.8) - 13.4 (95.2) (116.0) 
Production during the year (203.6) (170.9) (36.6) (34.8) - =. (240.2) (205.7) 
Proved reserves at December 31, 1997 1,846.7. 1,585.6 364.3 390.8 2,663.5 2,331.5 


Proved developed 


December 31, 1994 1035.62 835,03 25405: 248.6 = =F 1289.6 "1,083.6 
December 31, 1995 OOS ely Ota Wie BR aieakew hein = es oes ae ee oy es) 
December 31, 1996 Kooy et 208.9 345.0 334.6 = Bh Hy LOL ola Od 
December 31,1997 1363122... 6400.8%5-330.6:= "322-2 = =~ 968-8) “1,722.7 


(") Canadian proved reserves exclude synthetic crude oil reserves of (gross/net): December 31, 1995 = 23.5/19.2 mmbls; December 31, | 996 — 22.6/18.4 


mmbls; December:31, 1997 — 23.5/19.2 mmbls. 


(2) Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are reflected in net reserves using effective rates 


over the life of the contract. 


(@) Gross reserves are the remaining reserves of Talisman, before deduction of estimated royalties. 


() Net reserves are the remaining reserves of Talisman, after deduction of estimated royalties. 
(2) Revisions include revisions that reflect actual performance, reassessment of data and adjustments to cumulative production. Certain revisions in 1996 have 
been reclassified as discoveries, additions and extensions in. accordance with US practice. 
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Probable Reserves Summary 


1997 Crude Oil 
and Natural 1997 

1996 Total Gas Liquids Natural Gas 1997 Total 

mmboe mmbls mmboe mmboe 

Canada 103.0 62.2 7.2. 159.4 

North Sea 102.8 70.0 24.8 94.8 

Indonesia 87.3 20.9 40.2 61.1 

Algeria - 16.1 - 16.1 

Total Dee 169.2 162.2 B34 

r. Gas converted at 10;! for Western Canada and 6:1 for Ontario and International. 
1997 Land Holdings 
Developed Undeveloped Total 

(Acres) Gross Net Gross Net Gross Net 
Canada 

Western Canada 2,342,100 977,700 5,899,800 3,299,800 8,241,900 4,277,500 

Ontario 420,600 275,500 882,700 600,500 | 303,300 876,000 

Other | 1,900 200 3,954,700 361,500 3,966,600 361,700 

Total Canada 2,774,600 1,253,400 10,737,200 4,261,800 13,511,800 5,515,200 

North Sea 85,825 19,580 ears) 481,499 1,845,318 501,079 

Indonesia 314,897 137,254 3,098,445 | ,960,690 Bale Sao 2,097,944 

Other () 4,846,685 1,495,975 4,846,685 495,975 

Total 3475322 1,410,234 20,441,823 8,199,964 23,617,145 9,610,198 


() Includes Algeria, Nevada, Trinidad, Peru and New Zealand. (The Company notes that under the terms of the production sharing contract with the 


Algerian state oil company, participants in Blocks 215 and 405.are required to relinguish 50% of the acreage during the first quarter of | 998). 


1997 Drilling Summary 


Exploration Development Total 
Oll Gas Dry Total Oil Gas Dry Total Oil Gas Dry Total 

Canada 

Gross 17.0 39.0 24.0 80.0. 541.0 178.0 SOO! YTD «= 508.0 Gel 170 PID 3s 854.0 

Net 14.6 24.6 799: 614° ~- 268:4 725 23.8 364.755 2830 viele 460 426.1 
North Sea 

Gross = 3.0 4.0 70 22.0 4.0 = 26.0 22.0 70 4.0 33.0 

Net - 0.7 0.7 fet SHA 0.7 ~ 39 Ew Tee 0.7 5.3 
Indonesia % 

Gross = 2.0 3.0 5.0 42.0 “= 2.0 44.0 42.0 2.0 5.0 49.0 

Net = 4 3,0 Ax 24.8 - ea 26.0 28 1.4 4d. 30.4 
Other (!) 

Gross 3.0 ~ 1.0 4.0 = - - — 3.0 _ 1.0 40 

Net 1.0 - 0.4 bs — — - = 1.0 - 0.4 1.4 
Total 

Gross 20.0 44.0 32.0 96.0 605.0 182.0 OVO 644,055 S620. 52a) 89:0" =: 940.0 

Net 15.6 26.7 263 68.6 2964 VER) 25.0 394.6 312.0 99.9 SH3* 4463.2 


(International exploration wells only (i.e. Algeria); does not include two stratigraphical tests in Nevada. 
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Five Year Finding and Development Costs 
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5-year 


1993 1994 p95 996 1997 3-year 
Proved reserves additions !) | 
Canada liquids (mmbl) “10.5 14.8 14.4 24,3 35.8 744 99.8 
gas (bcf) 126.7 L677 231.8 Deedes 209.3 660.3 Beas 
Canada (mmboe) 232 31.6 Se eek 46.2 56.7. | 140.5 195.3 
International liquids. (mmibl) 0,2 6.2 12.2 337, 56.1 102. | 108.5 
gas. (bcf) 0.0 33.4 Be, 383.4 103.0 | 539 563.3 
International (mmboe) 0.2 [hz 19.8 ria Tas “1207 202.7 
Total liquids (mmbl) 10.7 eens 26.6 - 58.0 91.9 176.5 208.3 
gas (bcf) 126.7 201.1 2E7.3 602.6 312.3 1,192.2 1,520.0 
Total (mmboe) 234 ens Dit -143,8 130.0 ER 398.0 
Proved net acquisitions 
Canada (mmboe) 106.9 325 9 0. 57.0 590 198.3 
International (mmboe) 0.0 114.0 0.0 Aid. ms 48.9 162.9 
Total 106.9 146.5 by. 42-3 63.7 107.9 361.2 
Capital spending (millions of dollars) 
Canada ©) : 
Exploration 39,2 90. 80. | 82.9 130.8 227, 423.0 
Development O49 144.7 (AD4 228.3 266.3 644.0 853.7 
Total 14.2 234.8 229:5 312 397.| rere 2761 
International ©) 
Exploration 14.6 36,27 5S 62.5 94.2 209.8 260.6 
Development; 20.3 33.2 76.6 153.0 404.5 634. | 687.6 
Total Baa! 69.4 129.7 2155.2 498.7 843.9 948.2 
Total exploration and development . 
Exploration 53.8 126.3 133-1 145.4 225.0 503:5 683.6 
Development 85.2 Wake. 226.| 381.3 670.8 |,278.1 542 
Total [390-3042 359.2 5267 895.8 1,781.6 2,224.8 
Net acquisitions and divestitures 519.0 roa. Tal 505.9 679.0 1,192.0 3,435%2 
Total capital. 658.0 2,028.4 366.3 E0326 1,574.8 2,97 3:6-- = 3,660.0 
Proved finding and development 
costs ($/boe) 
Canada AA? 743 6.1 | 673% 7.00 6.68 6.54 
International Rice: oo 6.54 2.2 | 6.80 AAD 4.68 
Total a5 L102 6.26 3.66 6.89 5.38 epep, 
Proved finding, development and 
acquisition costs ($/boe) 
Canada 479 8.9 | 5.65 6.51 9.03 7.78 6.97 
International 174.34 lene PLZ 523 6.86 5.94 127 
Total 5.05 10.69 6,18 iso) 8.13 6.77 oe 
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(). Proved discoveries and revisions only, excluding acquisitions, conventional oil only. 

(2). Reserve purchases less dispositions, includes asset sales, dispositions, swaps.and corporate acquisitions. 
3 
(4) Corporate and property acquisitions less dispositions. 

Gas converted at |0:! for Western Canada and 6:1 for Ontario and International. 


) Exploration and.development spending excludes indirect exploration expenses, Syncrude, enhanced oil recovery, Chauvin pipeline and capitalized interest. 
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Five Year Operations Summary 


Years ended December 3| 1997 | 1996 1995 1994 1993 
Daily average production 
(gross bbls/d except as noted) 
Crude oil 
Canada 40,627 34,169 31,019 29,80 | 22,542 
North Sea 48,065 30,675 16,987 LAL = 
Indonesia 28,458 22,62 18,121 5,919 = 
Other - - — 473 116 
Natural gas liquids 
Canada 8,054 7,598 7,097 5,512 4,810 
North Sea 23437 2,363 1,79 | 538 = 
Synthetic oil (Canada) 2,536 2 Ak Zaz: 2425 oy, 
Total oil and liquids 130,177 99,960 77,542 51,782 28,985 
Natural gas (mmcef/d) 
Canada 558 Day, 58 | 48 | 338 
North Sea 100 90 69 15 = 
Total natural gas 658 (647 650 496 338 
Total (mboe/d) 203 | \7| |47 102 63 
Average unit prices . 
($/bbl except as noted) 
Crude oil 
Canada $ 21.89 Ear a ei $ 21.16 $ 19,00 $217.61 
North Sea 25.56 27.76 23.63 2G - 
Indonesia 25.62 27.22 23.76 22.40 = 
Other = = & 10.17 7.24 
Natural gas liquids 
Canada 22.39 21513 | 8.04 16.56 16.18 
North Sea 24.19 21 4A 18.90 17.6 | = 
Synthetic oil (Canada) 27.78 29.09 23.8 | ZAI 20.59 
Total oil and liquids 24.25 25.93 22.06 19.63 et 
Natural gas ($/mcf) : ae 
Canada 1.98 Al L537. 1.89 1.68 
North Sea 3.89 3.37 3.63 3.78 - 
Total natural gas 2.27 1.94 1.6 1.95 1.68 
Total ($/boe) 22.9 22,50 18.74 19.38 17,14 
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Five Year Financial Summary 
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Years ended December 31! 
(millions of Canadian dollars 
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unless otherwise stated) 1997 1996 1995 1994 1993 
Balance sheets | 
Current assets $ 470.7 $ 361.7 $22558 $ 4260 $271 305 
Other assets 119.2 63.1 51.0 61.2 42.3 
Property, plant and equipment 4,441.0 3,332.6 21335 Dill ds 908.5 
Total assets 5,030.9 3, / DTA 3,040.3 3,259.3 1,081.3 
Current liabilities 497.3 Bai: 224.9 Oa Ny 130.1 
Deferred credits and other liabilities 608.2 427.0 283.1 235.0 91.0 
Long-term debt 1,738.8 898.7 906.0 |,202.6 245.8 
Shareholders’ equity 2,186.6 2,094.0 1,626.3 1,580.3 614.4 
Total liabilities and shareholders’ equity 5,030.9 | 3,751 A 3,040.3 3,259.3 1,081.3 
Results of operations 
Revenue $1,430.0 $1,212.8 $ 899.2 $613.4 $ 330.3 
Expenses 1,222.7 947.8 803. | 518.9 296.4 
Income before taxes 207.3 265.0 96. 94.5 33.9 
Taxes 130.2 170.1 61.3 55:3 S24 
Net income from continuing operations 77.1 | 94.9 34.8 39,2 1.5 
Discontinued mining operations = i. a 24.8 24:3 
Net income (A 49. 40.5 - 64.0 25.8 
Cash flow 797.4 697.4 502.3 “361.5 189.4 
Capital expenditures 1,088.5 783.4 488.7 A253 178.7 
Per common share (Canadian dollars) 

Net income 0.70 0.9 | 0.42 0.82 0.43 

Cash flow 129 6.7 | 5.21 4.63 3.17 
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Selected Quarterly Financial Data 


(millions of Canadian dollars Total Three months ended 

unless otherwise stated) Year Dec 31 Sep 30 Jun 30 Mar 31 
1997 
Total revenue $1,430.0 $ 432.8 $ 319.4 $ 301.9 $_ 375.9 
Net income fels 11.0 15.6 5.0 45.5 
Cash flow 7974 246.7 169.9 150.2 230.6 
Per common share (dollars) 

Net income 0.70 0.10 0.14 0.05 0.42 

Cash flow 729 2.25 1.55 1.37 2.11 
Daily average production 

Oil and liquids (bbls/d) 130,177 150,259 124,928 120,828 124,465 

Natural gas (mmcf/d) 658 759 600 610 668 

Total (mboe/d) 203 235 190 188 199 
1996 , 3 : 
Total revenue $1,212.8 $27309:0 $ 288.1 $ 283.6 $ 282.1 
Net income SERS 26.4 18.3 10.4 39.8 
Cash flow 697.4 217.9 160.4 150.5 168.6 
Per common share (dollars) 

Net income 0.9 0.24 0.17 0.10 0.41 

Cash flow 6.7| 2.00 |.47 1.49 Re 
Daily average production 

Oil and liquids (bbls/d) _ 99,960 107,905 101,429 95,958 94,443 

Natural gas (mmcf/d) 647 668 601 654 667 

Total (mboe/d) 17 | 183 165 167 168 


Consolidated Financial Ratios 


The following financial ratios are provided in connection with the Company's continuous offering of medium term notes. 


The asset coverage ratios are calculated as at December 31, 1997. The interest coverage ratios are for the |2—month period 


then ended. 
1997 
Interest coverage (times) 
Income 2.83 (!) | 
Cash flow 11.06 2 
Asset coverage (times) 
Before deduction of deferred income taxes and deferred credits 2.61 ©) 
After deduction of deferred income taxes and deferred credits 2.26 ) 


a ee Et aD TEE TLE TE Maen PEEL STE aed DIACGEA ATO aes Lanes Atesis Re wae LET Te EEE Let ARGS TDS Ar oS ae ee ae eet 


') Net income plus income taxes and interest expense; divided by interest expense and capitalized interest. 


( 
(2) Cash flow plus current income taxes and interest expense; divided by interest expense and capitalized interest. 
(3) Total assets minus current liabilities; divided by long-term debt. 

( 


4) Total assets minus current liabilities and long-term liabilities excluding long-term debt; divided by long-term debt. 
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INVESTOR INFORMATION 


Share Capital 


Authorized: unlimited number of common shares and unlimited number of first and second preferred shares. : ; 
Issued: 109,644,306 common shares. 


Stock Exchange Listings 


Common Shares: - Canada — Toronto, Montreal and Vancouver stock exchanges 
United States — New York Stock Exchange 


Symbol: TLM 
Market Information’ 
1997 1996 1995 
Common Shares United States Canada | 
Share Price 
High US$ 37.125 C$ 55.25 C$ 47.00 C$ 28.75 
Low 28.750 37.05 27.375 20.50 
Close 30.375 43.75 45.60 27.625 
Shares traded (millions) 
First-quarter 29.3 34. 16.2 
Second quarter : 18.8 229) 12.9 
Third quarter 20.9 30.7 13.7 
Fourth quarter pes: 26.1 10.6 
Year ae 94.8 [138 53.4 
Year-end shares outstanding (millions) 109.6 par OF 96.7 
Weighted average shares outstanding (millions) 109.4 103.9 96.5 


a RG TST PaO OE TRC AL RE EAT SR OTT RS Lg DOTTED CTR MO TRIE (RRR BE SERIES SESE SIE TEED Tn ERE Er PTE AE eT a I ee EE 


Transfer Agent and Registrar 


Montreal Trust Company of Canada, Calgary, Toronto, Montreal, Vancouver 


Co-transfer agent: The Bank of Nova Scotia Trust Company of New York 
Debt 


Trust Agent: Montreal Trust Company of Canada, Calgary 
7.125% (US$) unsecured debentures 
7.25% (US$) unsecured debentures 


945% unsecured debentures, Series A 


9.80% unsecured debentures, Series B 
9.18% unsecured medium term notes 
9.66% unsecured medium term notes 
Talisman's long-term debt is currently rated as: Canadian Bond Rating Service (‘‘CBRS’’) — A; Dominion Bond-Rating Service 
_ ("DBRS") — A; Moody's Investor Service (“Moody’s'’) = Baal; Standard & Poor's Ratings Group — BBB+ 
- Jalisman's commercial paper is currently rated-as: CBRS — A-|!; DBRS —R-1 (low); Moody's — P-2 


Investor Relations Contacts 


M, Jacqueline Sheppard, Vice-President Legal dnd Corporate Projects, and Corporate Secretary, (403) 237-1183 
David Mann, Manager, Investor Relations and Corporate Communications, (403) 237-1196, Fax (403) 237-1210 


Website 


www.talisman-energy.com 


E-mail: thm@talisman-energy.com 
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DIRECTORS AND EXECUTIVE 


Board of Directors. 


Peter N:T. Widdrington (35) 
London, Ontario 


Chairman, Talisman Energy Inc. 


Donald:J. Anderson ©: 4) 
Calgary 


President, Glassell Ventures Inc. 


Robert A. Bandeen, OC, 6.5) 
Toronto 


Chairman & President, Cluny Corporation 


Roy F. Bennett @:°) 
Etobicoke 


Chairman, Bennecon Limited 


James W. Buckee ¢'-*) 
Calgary 
President and Chief Executive Officer, © 


Talisman Energy Inc. 


Clement W, Dumett “!: 2:4) 
Calgary 


Dale G. Parker ? °) 
Vancouver 
Corporate Director and Public Administration and 


Financial: Institution Advisor 


Stella M: Thompson 23) 
Calgary 
Principal, Governance West Inc. 


President, Stellar Energy Ltd. 


Margaret K. Witte ¢!:?) 

Medina, Washington 

Chairman, President and Chief Executive Officer, 
Royal Oak Mines Inc. 


a 
@ 


Ss 


Member of Executive Committee 
Member of Audit Committee 
3) Member of Management Succession and 


SS 


Compensation‘ Committee 
(4 


SS 


Member of Pension Funds Committee 
(©). Member. of Governance and Nominating Committee 


Executive 


James VW. Buckee 
President and Chief Executive Officer 


Edward W. Bogle 
Vice-President, 


Exploration 


T. Nigel D: Hares 
Vice-President, 


Frontier and International Operations 


Joseph E. Horler 
Vice-President, 


Marketing 


Robert W. Mitchell 
Vice-President, 


Canadian Operations 


Robert M. Redgate 
Vice-President, 


Human Resources and Corporate Services 


M, Jacqueline Sheppard 
Vice-President, Legal and Corporate 


Projects, and Corporate Secretary 


Bruce G, Waterman 
Vice-President, Finance 
and Chief Financial Officer 


We extend our appreciation to Roy F. Bennett and 
Clement W. Dumett, who are not standing for 
reelection as Directors. Roy has been a member of the 
Board since 1982 and Clem since 1992. Both Roy and 
Clem have provided valuable contributions throughout 


their tenure on the Board. 
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CORPORATE INFORMATION 


Executive Office Abbreviations 
Talisman Energy Inc. API — American Petroleum Institute 
2400, 855 - 2 Street S.W. bbls — barrels 
Calgary, Alberta, Canada T2P 4|9 bbls/d — barrels per day 
Telephone: (403) 237-1234 bef — billion cubic feet 
Facsimile: (403) 237-1902 boe — barrels of oil equivalent 
E-mail: tilm@talisman-energy.com oe Bow Valley — Bow Valley Energy Inc. 
Website: www.talisman-energy.com CAPP — Canadian Association of 


Petroleum Producers 
Selected Subsidiaries : 


EBITDA — Earnings Before Interest, Income Taxes, 
Talisman Energy (UK) Limited and Depreciation, Depletion 
Talisman House and Amortization 
| Berry Street EOR — Enhanced Oil Recovery 
Aberdeen ABI |DL Encor = Encor Inc. 
Scotland Goal — Goal Petroleum plc 
Telephone: (122) 441-3200 LIBOR — London Interbank Offered Rate 
Facsimile: (122) 441-3400 liquids — natural gas liquids 
mef — thousand cubic feet 
Talisman. (Asia) Limited 
Sona . MLN — Menzel Ledjmat North 
Setiabudi Atrium Office, Suite 802 3, 
mmbls — million barrels 
J. H.R. Rasuna Said Kav.62 i 
; mmboe — million barrels of oil equivalent 
Jakarta, 12920, Indonesia “ie : 
mmcef — million cubic feet 
Telephone: (021) 521-0650 
baa NYMEX — New York Mercantile Exchange 
Facsimile: (O21) 521-0660 Sie 
OPEC — Organization of Petroleum 
Annual Meeting Exporting Countries 
Pembina — Pembina Resources Limited 
The annual meeting of shareholders of Talisman Energy 
BOG — Production Sharing Contract 
Inc. will be held at 11:00 a.m. on Tuesday, May 5,.1998 
TAC — Technical Assistance Contract 
in the Crystal Ballroom of the Palliser Hotel, 133 - 9th ; J 
3D — Three-dimensional 
Avenue S.W., Calgary, Alberta. Shareholders are ; 
2D — Two-dimensional 
encouraged to attend the meeting, but those who are i 
UK — United Kingdom 
unable to do so are requested to sign and return the 
é US — United States of America 
form of proxy mailed with this report. 
WTI — West Texas Intermediate 


Conversion & Equivalency Factors 


Imperial Metric 

| ton = 907 tonnes 

| acre = 40 hectares 

| barrel = ,159 cubic metres 


| cubic foot = .0282 cubic metres 

Barrels of oil equivalent have been 
calculated on the basis of: 

Western Canada gas — 10 mcf equals | boe 


International and Ontario gas — 6 mcf equals | boe 
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INFORMATION FOR 
UNITED STATES READERS 


Additional information for US readers can be found on 


pages 58 to 66. 


Certain statements in this report are “forward-looking 
statements” including outlook on oil and gas prices, estimates of 
future production, estimated completion dates of construction 
and development projects, business plans for drilling and 
exploration, estimated amounts and timing of capital 
expenditures and anticipated future debt levels and royalty rates. 
Information concerning reserves contained in this report may 
also be deemed to be forward-looking statements as such 
estimates involve the implied assessment that the resources 
described can be profitably produced in future. These statements 
are based on current expectations, estimates and projections that 
involve a number of risks and uncertainties which could cause 
actual results to differ from those anticipated by the Company. 
These risks include, but are not limited to: the risks of the oil and 
gas industry (e.g.,, operational risks in exploration for, 
development and production of crude oil and natural gas; risks 


and uncertainties involving geology of oil and gas deposits; the 


uncertainty of reserve estimates; the uncertainty of estimates and 
projections relating to production, costs and expenses; potential 
delays or changes in plans with respect to exploration or 
development projects or capital expenditures; and health, safety 
and environmental risks), risks in conducting foreign operations 
(e.g,, political and fiscal instability in nations where the Company 
does business), the possibility that government policies may 
change or governmental approvals may be delayed or withheld; 
and price and exchange rate fluctuations. Additional information 
on these and other factors which could affect the Company's 
operations or financial results are included in this Report under the 
headings ‘Management's Discussion and Analysis — Sensitivities,” 
“— Risks and Uncertainties,’ and ‘“— Outlook,” and in the 
Company's other reports on file with Canadian securities 
regulatory authorities and the United States Securities and 


Exchange Commission. 


Designed and produced by Rivard Communications Inc. 
Printed in Canada by Ronalds Printing 
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EXCHANGE RATE INFORMATION 
Talisman Energy Inc. reports its consolidated financial statements in Canadian dollars. 
The following table sets forth certain exchange rates based on the noon buying rate in New York City for cable transfers in Canadian 
dollars as certified for customs purposes by the Federal Reserve Bank of New York (the “noon buying rate”). Such rates are set forth as 
US dollars per C$1.00 and are the inverse of rates quoted by the Federal Reserve Bank of New York for Canadian dollars per US$1.00. 


On March 4, 1998, the inverse of the noon buving rate was US$0.7033 per C$1.00. 


Year Ended December 31 


1993 1994 1995 1996 1997 
High 0.8046 0.7631 OR eZ, O:7 913 0.7489 
Low 0.7439 0.7103 O:7023 O.ZA3D 0.6948 
Average! 0.7729 0.7300 0.7305 ORS 29 ORS 
Period End 0.7544 0.7128 0.7323 0.7301 0.6997 


Notes: 
1 The average of the exchange rates on the last dav of each month during the applicable period. 


ITEM 1 —- TALISMAN 


Talisman Energy Inc. ("Talisman" or the "Company") is a senior Canadian oil and gas explorer and producer, active both 
domestically and internationally. Talisman is the fourth largest oil and gas producer in Canada. The Company holds 
significant oil and gas assets in Canada in the Western Canada Basin and Ontario, and internationally in the North Sea 
and Indonesia. The Company's registered and principal office is located at Suite 2400, 855 Second Street S.W., Calgarv, 
Alberta T2P 4J9. At December 31, 1997, Talisman's permanent staff complement was 945. 


INCORPORATION OF THE ISSUER 


Talisman is incorporated under the Canada Business Corporations Act (the "CBCA"). On May 29, 1992, a predecessor 
company known as BP Resources Canada Limited, the principal operating subsidiary of BP Canada Inc., amalgamated 
with its wholly-owned subsidiary, Hope Brook Gold Inc., continuing as BP Resources Canada Limited. On June 1, 1992, 
a wholly-owned Canadian subsidiary of The British Petroleum Company plc sold its 57% shareholding in BP Canada Inc. 


to the public through a secondarv offering of common shares. 


On December 31, 1992, BP Canada Inc. amended its articles, changing its name to Talisman Energy Inc. Other 
amendments made at that time included an increase in the minimum number of directors and the amendment of its 
authorized share capital to include an unlimited number of common shares and an unlimited number of first and second 
preferred shares. On January 1, 1993, Talisman amalgamated with BP Resources Canada Limited and continued under 


the Talisman name. 


Pursuant to a plan of arrangement that became effective on May 21, 1993, the Company, through a wholly-owned 
subsidiary, acquired all of the issued and outstanding shares of Encor Inc. ("Encor"), in exchange for 15.2 million 
common shares issued by Talisman. Through a series of transactions, the Company became the successor by 
amalgamation to Encor, effective Mav 21, 1993. BCE Inc., Encor's largest shareholder, held approximately 16.5% of 


Talisman's outstanding common shares immediately after the amalgamation but subsequently sold them. 


Pursuant to a plan of arrangement and other transactions that became effective on August 11, 1994, the Company 
acquired 100% of the outstanding common and preferred shares of Bow Valley Energy Inc. ("Bow Vallev"). On October 


1, 1995, Bow Valley was amalgamated with Talisman. 


On January 11, 1996, Talisman Energy (UK) Limited, a wholly-owned subsidiary of the Company, completed the 
acquisition of all of the issued shares of Goal Petroleum plc (“Goal”). The net assets were acquired for $333 million 
which was financed by borrowings of $276.1 million for the purchase of the outstanding shares and the assumption of 


$56.9 million in long term debt. On April 17, 1996, Goal’s name was changed to Talisman North Sea Limited. 


I 


On October 21, 1997, Talisman completed the purchase from Loram Corporation of all of the issued and outstanding 
shares of Pembina Resources Limited (“Pembina”). Pembina was a privately held oil and gas company with operations 
in Alberta, Saskatchewan, British Columbia and Ontario. The shares were acquired for $501 million. The purchase 
was financed through a twelve-month bridge facility with a Canadian chartered bank. On November 1, 1997, Pembina 
was amalgamated with Talisman. Pembina’s long-term debt at the time of the acquisition was $104.1 million; this 


debt was subsequently refinanced by Talisman using the acquisition bridge facility. 


MATERIAL OPERATING SUBSIDIARIES 


The following table sets forth the material operating subsidiaries owned by Talisman, their jurisdiction of incorporation, 
and the percentage of voting securities directly or indirectly held by Talisman. Neither of the following subsidiaries has 


a class of non-voting securities. 


Per Cent of Voting Securities 


Subsidiary Incorporation Directly or Indirectly Held by Talisman 
Talisman Energy (UK) Limited England 100% 


Talisman North Sea Limited England 100% 


Unless the context indicates otherwise, a reference in this Annual Information Form to "Talisman" or the "Company" 


includes subsidiaries of Talisman. 


ITEM 2 - DEVELOPMENT OF THE BUSINESS 


OIL AND GAS 


Canada 


During the past five years, the Company has explored for crude oil, natural gas and related products primarily in the 


Western Canada Basin, and to a lesser degree in Ontario and the east coast offshore. 


The acquisition of Encor in 1993 doubled Talisman's reserves and production, enabling the Company to achieve 
administrative efficiencies. This acquisition provided substantial new exploration opportunities by tripling the 
Company's land holdings and providing it with a substantial seismic database. The Encor acquisition added oil 


development potential, particularly at Carlvle, where Talisman has continued to carry out an extensive drilling program. 


The 1994 acquisition of Bow Valley increased Talisman's land holdings in Western Canada and supplemented the 
Company's seismic database. Bow Valley's land holdings and production in Lac La Biche complemented Talisman's 


existing sweet shallow gas operations in northeastern Alberta. 


The 1997 acquisition of Pembina increased Talisman’s holdings of producing properties in the Western Canada Basin, 
primarily in the Windfall, Chinchaga/Cranberrvy and Turner Valley areas, and added significant gas and oil producing 
properties in Ontario. The Pembina properties also included significant holdings of undeveloped land in the Western 


Canada Basin and in Ontario. 


Significant natural gas exploration and development activity is underway in the Monkman and Northern Plains regions 
of British Columbia, in the Greater Arch, Central Plains and Foothills areas of Alberta and in the offshore area of 
Ontario. As well, Talisman is developing the Lac La Biche shallow gas region in northeastern Alberta. Active oil 
development continues at Carlyle and Shaunavon in Saskatchewan, at Chauvin, Warburg and the Greater Arch in 
Alberta, and onshore Ontario. In addition, the Company has an active exploration program in and around its oil and 
gas core areas with a focus on multizone plays, in particular thrust and fold belts, as well as deep oil plavs in 


Saskatchewan. 


A key aspect of Talisman's domestic strategy is the development of core operated properties, with the aim of increasing 
efficiency and maximizing the benefit of Talisman's relatively low exploration and production costs. In the past several 
years, the Company’s focus has been on divesting its non-strategic assets and acquiring producing properties 
complementary to existing core areas. The largest divestiture in the past five vears was the sale of the Company's 
shallow gas property at Hatton, Saskatchewan to Fletcher Challenge Petroleum Inc. Through a series of relatively 
smaller acquisitions, Talisman has acquired important additional interests in Carlvle, Chauvin, Edson, Blackstone/Cordel 


and the Greater Arch region, and disposed of a number of minor, primarily non-operated holdings. 


International 


Prior to the Bow Valley acquisition, Talisman participated in a limited fashion in a number of international areas, 
including Cuba, Algeria, New Zealand and Australia. The Bow Valley acquisition provided Talisman with significant 
potential for international growth. Through Bow Valley, Talisman acquired producing assets in the North Sea and 
Indonesia, as well as exploration interests in Algeria, Australia and Namibia. The Company has subsequently sold non- 
strategic assets; it currently has no assets or interests in Cuba and Namibia, and has entered into an agreement for the 


sale of all its assets in New Zealand. 


The North Sea and Indonesia have become core areas for Talisman. These areas have well-established petroleum 


industries with growth potential and provide a major source of revenue, production and proved reserves. 


The 1994 acquisition of Bow Valley gave Talisman a base of non-operated production and a portfolio of exploration 
assets in the North Sea. These assets, which are held by Talisman Energy (UK) Limited, include producing and 
exploration acreage in the Brae area of the central North Sea, as well as interests in oil and gas transmission facilities. 
The Company holds significant acreage, including a number of gas discoveries, in the southern gas basin of the North 


Sea which has existing infrastructure and is close to markets. 


Talisman’s acquisition of Goal in 1996 continued the Company's strategy for growth in the North Sea. Goal was an 
independent UK exploration and production company with an extensive portfolio of assets, mainly in the central and 
southern North Sea. These assets complement Talisman's other North Sea holdings and significantly increased the 


Company's presence in the North Sea. 


In August 1996, Talisman acquired operatorship and approximately 52% of the undeveloped Ross field. Approval for 
field development was obtained in 1997 and first production is expected in September 1998, with Talisman’s share of 


production expected to be approximately 20,000 barrels per day (“bbls/d”). 


In December 1996, the Company completed the acquisition of interests and operatorship of three producing fields in the 
central North Sea: Beatrice, Buchan and Clyde. Since that time, Talisman has increased its interest in these fields, and 
in proximate areas of the North Sea, through a series of acquisitions. From March through October 1997, Talisman 
acquired the remaining working interest in the Beatrice field to bring its working interest to 100%. In November, 
Talisman acquired additional working interests and operatorship of the Blenheim and Bladon fields. In total these fields 
and adjacent areas provide current cash flow, together with operatorship, infrastructure and additional investment 
opportunities for exploration, field development and field life extension. The Beatrice, Buchan and Clyde properties 
averaged 22,562 bbls/d of oil and liquids production in 1997. 


In Indonesia, the Company has interests in several significant contract areas located in Sumatra and Kalimantan. Since 
the Bow Valley acquisition in 1994, Talisman has increased production in Indonesia from approximately 

14,000 to 28,000 bbls/d. Drilling success led to increased production and higher working interests at the Ogan 
Komering Block in 1996 and 1997. Production response to the Tanjung waterflood project, initiated by the Company 
in 1995, continued through 1997, with production increasing to 3,313 bbls/d in 1997. Construction continued in 
1997 on the large Corridor Gas Project, in which Talisman has a 36% working interest. First production is anticipated 
in September 1998, with Talisman’s share of full production expected to be approximately 110 million cubic feet per 
day (“mmcf/d”) at plateau production. Talisman’s interest in the Corridor Gas Project is held in Talisman (Corridor) 
Ltd., an indirect wholly-owned subsidiary. On December 4, 1997, Talisman entered into a production sharing contract 


which gave it a 100% interest in the Madura Offshore Block, a high-potential exploration block in the East Java Sea. 


Talisman's international exploration strategy is concentrated on potential opportunities in proved sedimentary basins 
that are less mature than Western Canada. In addition to exploring in the core producing areas of the North Sea and 
Indonesia, the Company's international efforts are directed at developing positions in North Africa and Latin America. 
The Company holds exploration acreage in Trinidad and Peru. Talisman also has interests in two exploration blocks in 
Algeria, Blocks 215 and 405. The Company has had exploration success on Block 405: three successful exploration 
wells were drilled in 1996, and two successful appraisal wells, one successful exploration well and one drv exploration 
well were drilled in 1997. In addition, Talisman’s minor participation in the giant Qoubba oilfield was confirmed as a 
result of 1997 appraisal drilling. Development of this field will commence in 1998. Further exploration and appraisal 
of existing oil discoveries will take place in 1998. Under the terms of the production sharing contract with the Algerian 
state oil company, participants in Blocks 215 and 405 are required to relinquish 50% of the acreage during the first 
quarter of 1998. 


Risks associated with the Companvy’s international operations are described in “Management’s Discussion and Analysis” 
under the heading “Risks and Uncertainties”, which information is incorporated herein by reference and is found on 


pages 35 to 36, respectively, of Talisman’s 1997 Annual Report (the “Annual Report”). 


MINING 


The Company sold its mining division in 1992 and currently does not have any active mining interests. Talisman has 


treated mining as a discontinued operation for financial reporting purposes since 1991. 


COMPETITIVE CONDITIONS 


A discussion of the competitive conditions in the oil and gas industry and the competitive factors affecting the business 
of the Company is found in "Management's Discussion and Analysis" under the headings "Sensitivities", "Risks and 
Uncertainties" and "Outlook", which information is incorporated herein by reference and is found on pages 34, 35 to 36 


and 36, respectively, of Talisman’s Annual Report. 


ENVIRONMENTAL PROTECTION 


The oil and gas industry is subject to environmental regulation pursuant to extensive legislation enacted by various 
levels of government, both in Canada and internationally. Over the vears, the Company has implemented a variety of 
internal programs and controls to ensure regulatory compliance and an appropriate level of environmental protection 
across its operations. Public expectation of the industrv's environmental performance remains high and this continues 


to translate into new and generally more rigorous environmental policies, legislation and regulations. 


The Company has procedures to train staff in safety and environmental protection. Talisman routinely audits its 
operations to ensure its current operations comply with existing legislative requirements. The Company does not 
anticipate making any material expenditures for environmental compliance during 1998. However, it does expect to 
incur site restoration costs over a prolonged period as existing fields become fully produced. Talisman provides for 
future abandonment and reclamation costs in its financial statements in accordance with generally accepted accounting 


principles. 


ITEM 3 - DESCRIPTION OF THE BUSINESS 


MAJOR PROPERTIES AND FACILITIES - CANADA 


The following table sets out important properties and associated facilities located in Canada in which the Company has 


an interest. Information presented is at December 31, 1997. 


Average 
Area Name Working Interest! Major Facilities* 
Crude Oil 
Carlyle 76% 
Chauvin 93% e 100% interest in Chauvin Custom Treating Facility 
which processes approximately 4,100 bbls/d of 
Talisman and third-party emulsion 
e 100% interest in Chauvin Pipeline which transports 
approximately 45,300 bbls/d of condensate blended 
crude to the Interprovincial Pipeline Inc. terminal at 
Hardisty, Alberta 
Greater Arch 77% 
(Clairmont, 
Progress, Rigel) 
Northern Plains 100% 
Ontario 95-100% 


Shaunavon 62% 


Average 
Area Name Working Interest’ Major Facilities* 
Syncrude 1.25% (Non-Operated) e Indirect 1.25% interest in Syncrude Canada Ltd. oil 
sands, mining and upgrading facility in Fort 
McMurray, Alberta 


Turner Valley 55-60% 

Warburg 68% 

West Pembina/ 21% (Non-Operated) 

Brazeau 

Natural Gas 

Alberta Foothills 100% 

Elmworth/Wapiti 9% (Non-Operated) e 3% - 8% interest in Elmworth, Wapiti, South Wapiti 
Gas Plants and the Elmworth, Wapiti Deep Cut 
liquids recovery plants 

Greater Arch 79% e 41% - 73% operated interests in Pouce Coupe, Bear 

(Pouce Coupe, Canyon, Josephine, Belloy and Teepee liquids 

Gordondale, Belloy recovery plants 

and Teepee) e 73% overall operated interest in Teepee Creek gas 
plant and 67% operated interest in the West Teepee 
Creek gas gathering system 

Kaybob/Bigstone 12% (Non-Operated) e 12% interest in Kaybob South Amalgamated gas 
plant and 13% interest in Kaybob/Bigstone 
inter-connect line 

Lac La Biche 83% 

Monkman 60% e 54% - 73% operated interests in Bullmoose, 
Sukunka and West Sukunka dehydration plants and 
21% - 32% non-operated interests in Murray River 
and Brazion dehydration plants 

Northern Plains 92% 

8% (Non-Operated) 

Ontario 65-70% 

West Central Plains 73% e 50% - 100% operated interests in Edson, Medicine 
(Edson) Lodge, Sundance and Hornbeck gas plants 

West Pembina/ 11% (Non-Operated) e 5% - 15% interests in Brazeau River Complex and 
Brazeau gas plant and West Pembina gas plant 

West Whitecourt/ 12% (Non-Operated) e 10% interest in West Whitecourt gas plant 
Windfall 

Windfall 95-100% 

Notes: 


1 Generally indicates Talisman's average working interest in its operated producing fields. Talisman's major non-operated working 
interests are specitically noted. 

2 "Major Facilities" includes only significant processing facilities and pipelines associated with the area. In addition to the facilities 
listed, Talisman owns a 5.8% interest in the 600 mmct/d Empress Gas Liquids Straddle Plant which extracts ethane, propane, 
butane and natural gas liquids. 


MAJOR PROPERTIES AND FACILITIES - INTERNATIONAL 


The following table sets out important properties and associated facilities outside Canada in which the Company has an 


interest. Information presented is at December 31, 1997. 


Average 
Area Name Working Interest’ Major Facilities 
NORTH SEA 
Crude Oil and Natural Gas 
Andrew 3.2% e 3.2% interest in Andrew production platform 
Balmoral 2.66% e 2.66% interest in Balmoral floating production facility 
Beatrice? 100% e 100% interest in Beatrice Alpha, Bravo and Charlie 
production platforms 
e 100% interest in Beatrice/Nigg Pipeline 
e 100% interest in Nigg Oil Terminal 
Beinn 14% 
Bladon?® 100% e 100% interest in sub sea tie back to Blenheim 
Blenheim? 68.19% e 68.19% interest in Blenheim floating production 
facility 
East Brae 13.1% e 13.1% interest in East Brae production platform 
South, North, Central Brae 14% e 14% interest in North and South Brae production 
platforms and Central Brae subsea facilities 
e 14% interest in Brae/Forties Pipeline 
West Brae 14% e 14% interest in sub sea tie back to South Brae 
Buchan? 86.08% e 86.08% interest in Buchan floating production 
platform 
e 86.08% interest in Buchan/Forties Pipeline 
Clyde® 51% e 51% interest in Clyde production platform 
e 51% interest in Clyde/Fulmar Pipelines 
Magnus 2.5% e 2.5% interest in Magnus production platform 
2.5% interest in Magnus/Ninian Pipeline 
Orion 48.75% e 48.75% interest in undeveloped discovery 
Ross? 51.99% e 51.99% interest in discovery currently under 
development 
Scottish Area Gas Evacuation 7% e 7% interest in SAGE pipeline system and processing 
(SAGE) pipeline facilities 
Sedgwick 20% e 20% interest in sub sea tie back to West Brae 
Wytch Farm 4.95% e 4.95% interest in Wytch Farm production facilities 


and oil and gas pipelines 


Average 


Area Name Working Interest! Major Facilities* 
Natural Gas 
Netherlands 10.25% e 10.25% interest in production platforms on Blocks 
K/4b and K/5a 
6.74% e 6.74% interest in production platforms on Block K/9ab 
5.4% e 5.4% interest in production platforms on Block K/9c 
Trent 20% e 20% interest in Trent production platform 
Tyne 20% e 20% interest in Tyne production platform 
INDONESIA® 
Oil and Gas 
Calik 40% 
Corridor Block 
Technical Assistance Contract 40% e Production facilities 
Production Sharing Contract 36% e Oil production facilities. Gas production facilities 
under construction 
Jambi 40% 
Langsa 35% 
Madura Block? 100% 
Ogan Komering? 100% e Oil production facilities 
Tanjung Raya?® 100% e__Oil production facilities 
Notes: 
1 Indicates Talisman's average working interest in its producing fields in the area. 
2 "Major Facilities" includes only significant processing facilities and pipelines associated with the area. 
3 Denotes operated properties. 
4 Interests of the Indonesian national oil company ("Pertamina"), other than working interests, are accounted for as rovalties. 


Pertamina royalties are recorded using contractual rates in effect at the time of production. 


CAPITAL EXPENDITURES 


Information on the Company’s capital expenditures is found in the “Notes to the Consolidated Financial Statements” 
under the heading “Segmented Information”, which information is incorporated herein by reference and is found on 


pages 56 to 57 of the Annual Report. 


LAND HOLDINGS 


The geographical distribution of Talisman's crude oil and natural gas land holdings as at December 31, 1997 is shown 


below: 
Gross® Nef? 
DEVELOPED LANDS’ (acres) 
Canada 
Western Canada Basin” 2,330,000 973,300 
Oil Sands 12,100 4,400 
Ontario 420,600 275,500 
Other® 11,900 200 
Total Canada 2,774,600 1,253,400 
North Sea’ 85,825 19,580 
Indonesia® 314,897 137,254 
Other - - 
Total developed 3)175,022 1,410,234 
UNDEVELOPED LANDS? (acres) 
Canada 
Western Canada Basin? 5,662,800 3,241,700 
Oil Sands 237,000 58,100 
Ontario 882,700 600,500 
Other® 3,954,700 361,500 
Total Canada 10,737,200 4,261,800 
North Sea’ 1,759,493 481,499 
Indonesia® 3,098,445 1,960,690 
Other’ 4,846,685 1,495,975 
Total undeveloped 20,441,823 8,199,964 


TOTAL 23,617,145 9,610,198 


Notes: 

1 "Developed Lands" refers to the number of acres to which the Company has assigned proved reserves. 

2 "Undeveloped Lands" refers to the number of acres to which the Company has not assigned proved reserves. 

3 "Gross Acres" refers to the total number of acres in which Talisman has an interest. These figures include lands in respect of which 
the Company has rovalty interests and net carried interests. 

"Net Acres" refers to the number of acres obtained by multiplving the gross acres in each property by Talisman’s percentage 
working interest. These figures do not include Jands in respect of which the Company has rovalty interests and net carried 
interests. 

"Western Canada Basin" includes British Columbia, Alberta and Saskatchewan. 

Includes Quebec, Northwest Territories, east coast offshore and Arctic Islands. 

"North Sea" includes the United Kingdom Continental Shelf and the Netherlands, 

Interests of Pertamina, other than working interests, are accounted for as royalties. Pertamina royalties are recorded using 
contractual rates in effect at the time of production. 

Includes Algeria, Nevada, Trinidad, New Zealand and Peru. (The Company notes that under the terms of the production sharing 
contract with the Algerian state oil company, participants in Blocks 215 and 405 are required to relinquish 50% of the acreage 
during the first quarter of 1998.) 
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DRILLING ACTIVITY 


The following table sets out the number of wells’ in which Talisman participated and the net? interest of the Company 


in such wells during the vears indicated: 


Year Ended December 31, 1997 


Canada Gross 
Net 
North Sea Gross 
Net 
Indonesia® Gross 
Net 
Other* Gross 
Net 
TOTAL Gross 
Net 


Oil 
17.0 
14.6 


3.0 
ee 
20.0 
15.6 


Year Ended December 31, 1996 


Canada Gross 
Net 
North Sea Gross 
Net 
Indonesia? Gross 
Net 
Other® Gross 
Net 
TOTAL Gross 
Net 
Notes: 


Oil 
13.0 
10.2 

10 


18.0 
ules) 


Gas 
19.0 


25.0 
15.4 


Exploration 


Oil Gas 
541.0 178.0 
268.4 72.5 
22.0 4.0 

3.2 O)7/ 
42.0 - 
24.8 - 
605.0 182.0 
296.4 73.2 

Oil Gas 
404.0 109.0 
221.0 47.0 
15.0 5.0 

ee 0.9 
18.0 - 

9.1 - 
437.0 114.0 
eerie) G2) 


Development 
Dry Total 
55.0 774.0 
23.8 364.7 
oumco.0 

- 3.9 

2.0 44.0 
1-2 20.0 
57.0 844.0 
25.0 394.6 
Development 
Dry __ Total 
43.0 556.0 
22.0 290.0 
3.0 23.0 
O73 2.4 
5:0 aa23:0 
2.9 12.0 
51-057 602.0 
25.2 304.4 


89.0 
51.3 


0.8 
76.0 
42.5 


463.2 


1 This refers to gross wells, which are the total number of wells in which Talisman has a working interest or a rovalty interest. 
Water injection, source and disposal wells are not included. 
2 “Net” wells are the aggregate of the percentage working interest of the Company in each of the gross wells. 
3 Interests of Pertamina, other than working interests, are accounted for as rovalties. Pertamina rovalties are recorded using 
contractual rates in effect at the time of production. 


4 “Other” includes exploration wells only (Algeria) and does not include stratigraphical tests in Nevada. 


5 “Other” includes exploration wells only (Algeria and Nevada). 


RESERVES 


Talisman estimates that its proved developed and proved undeveloped reserves as at December 31, 1997 are as follows: 


Proved Proved Total 
Developed?” Undeveloped? Proved’ 
Gross Net® Gross* Net? Gross* Net? 

Oil and Natural Gas Liquids 
(millions of barrels) 

Canada 149.9 121.9 5.5 4.1 155.4 126.0 

North Sea 75.6 735 28.2 27.8 103.8 101.3 

Indonesia® 34.9 21.6 6.2 5.1 41.1 26.7 
TOTAL 260.4 217.0 39.9 37.0 300.3 254.0 
Natural Gas 
(billions of cubic feet) 

Canada 1,631.2 1,400.5 215.5 185.1 1,846.7 1,585.6 

North Sea 330.6 322:2 B3,7 32.9 364.3 355.1 

Indonesia® - - 452.5 390.8 452.5 390.8 
TOTAL’ 1,961.8 Wl eet 701.7 608.8 2,663.5 2,331.5 
Synthetic Oil 
(millions of barrels) 

Canada 23.5 19.2 - - 23.5 19.2 
Sulphur 
(millions of long tons) 

Canada 2.6 a2 0.8 0.6 3.4 2.8 
Notes: 


1 "Proved" reserves are the estimated quantities of crude oil, natural gas, and natural gas liquids which geological and engineering 
data demonstrate with reasonable certainty to be recoverable in future vears from known reservoirs under existing economic and 
operating conditions. Reserves which can be produced economically through application of improved recovery techniques (such as 
fluid injection or compression) are included in the "proved" classification when successtul testing by a pilot project, or the operation 
of an installed program in the reservoir, or the successful implementation of such techniques in similar off-setting reservoirs, 
provides support for the engineering analysis on which the project or program was based. 

2 "Proved Developed" reserves are those reserves that are expected to be recovered trom existing wells and installed facilities or, if 

facilities have not been installed, that would involve a low expenditure (i.e. when compared to the cost of drilling a well) to put the 

reserves on production. 

"Proved Undeveloped" reserves are those reserves expected to be recovered from known accumulations where a significant 

expenditure (i.e. when compared to the cost of drilling a well) is required to render them capable of production. 

"Gross" reserves are the remaining reserves of Talisman, before deduction of estimated rovalties. 

"Net" reserves are the remaining reserves of Talisman, after deduction of estimated rovalties. 

Interests of Pertamina, other than working interests, are accounted for as rovalties. Pertamina rovalties are eel in "net" 

reserves using effective rates over the life of the contract. 
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The following table contains the Company's reconciliation of its total proved reserves from December 31, 1996 to 


December 31, 1997: 


PROVED OIL AND GAS RESERVES (BEFORE ROYALTIES) 


Discoveries, Net 
Additions Acquisitions 
Year End And and Net Production Year End 
1996 Extensions _ Dispositions Revisions’ During 1997 1997 
Oil and Natural Gas Liquids 
(millions of barrels) 
Canada 115.1 29.0 22.3 6.8 (17.8) 155.4 
North Sea 71.8 30.1 6.7 13.6 (18.4) 103.8 
Indonesia 39.0 9.6 : 2.8 (10.3) 41.1 
TOTAL 225.9 68.7 29.0 23.2 (46.5) 300.3 
Natural Gas 
(billions of cubic feet) 
Canada 1,551.4 265.8 289.6 (56.5) (203.6) 1,846.7 
North Sea 418.3 21.3 - (38.7) (36.6) 364.3 
Indonesia 332.0 120.5 - - - 452.5 
TOTAL 2,901.7 407.6 289.6 (95.2) (240.2) 2,663.5 
Synthetic Oil 
(millions of barrels) 
Canada 22.6 - - 1.8 (0.9) 23:5 
Sulphur 
(millions of long tons) 
Canada 2.8 0.3 0.2 0.5 0.4 3.4 
NET PROVED OIL AND GAS RESERVES (AFTER ROYALTIES) 
Discoveries, Net 
Additions Acquisitions 
Year End And and Net Production Year End 
1996 Extensions __ Dispositions Revisions’ During 1997 1997 
Oil and Natural Gas Liquids 
(millions of barrels) 
Canada 87.3 23.3 20.7 8.2 (13.5) 126.0 
North Sea 69.0 29.7 6.7 13.6 (17.7) 101.3 
Indonesia 23.5 aS) - 3.6 (5.9) 26.7 
TOTAL 179.8 sets) 27.4 25.4 (37.1) 254.0 
Natural Gas 
(billions of cubic feet) 
Canada 1,374.7 227.5 247.9 (93.6) (170.9) 1,585.6 
North Sea 404.8 20.9 - (35.8) (34.8) 355.1 
Indonesia 273.3 104.1 - 13.4 - 390.8 
TOTAL 2,052.8 352.5 247.9 (116.0) (205.7) 2331.5 
Synthetic Oil 
(millions of barrels) 
Canada 18.4 - - 1.6 (0.8) 19.2 
Sulphur 
(millions of long tons) 
Canada BAS) 0.2 0.1 0.3 0.3 2.8 
Notes: ; 


1 “Revisions” are revisions that reflect actual performance, reassessment of data and adjustment to cumulative production. 


WELLS 


The following table sets out all of Talisman's producing wells’as at December 31, 1997: 


Conventional Crude Oil and 


Natural Gas Liquids Natural Gas 
Gross* Net? Gross” Net? 

Canada 
Alberta 3,429.0 1,236.0 2,346.0 987.1 
British Columbia Shi 21.2 204.0 65.0 
Saskatchewan 2,344.0 794.1 a0 4.7 
Ontario _ 87.0 82.8 557.0 363.6 
Total Canada 5,891.0 2,134.1 3,124.0 1,420.4 

North Sea 
United Kingdom 258.0 66.2 8.0 1.6 
Netherlands - - 21.0 1.8 
Indonesia‘ 542.0 262.5 - - 
Total International 800.0 328.7 29.0 3.4 
TOTAL 6,691.0 2,462.8 3,153.0 1,423.8 
Notes: 


1 "Producing" wells include those on production or suspended, and are based on boreholes. Wells in the Brae area of the North Sea 
which produce both natural gas liquids and natural gas are considered oil wells. 


2 "Gross" wells mean the total number of wells in which the Company has a working interest. 

3 "Net" wells mean the aggregate of the percentage working interest of each of the gross wells. 

4 Interests of Pertamina, other than working interests, are accounted for as rovalties. Pertamina rovalties are recorded using 
contractual rates in effect at the time of production. 

SIGNIFICANT CUSTOMERS 


Information about the Company’s significant customers is found in the “Notes to the Consolidated Financial Statements” 
under the heading “Segmented Information” on pages 56 to 57 of the Annual Report, which information is incorporated 
herein by reference. 


ITEM 4 - SELECTED CONSOLIDATED FINANCIAL INFORMATION 


FINANCIAL DATA 


Selected consolidated financial information is contained on page 70 of the Annual Report under the heading "Five Year 
Financial Summary", which is incorporated herein by reference. A summary of quarterly financial information is 
included on page 71 of the Annual Report under the heading "Selected Quarterly Financial Data", which is incorporated 
herein by reference. 


DIVIDENDS 


The Company has not paid dividends since 1991 in order to retain funds for reinvestment in the Company's operations. 
Dividend policy is reviewed annually by the Board of Directors. 


ITEM 5 - MANAGEMENT'S DISCUSSION AND ANALYSIS 


Reference is made to the section entitled "Management's Discussion and Analysis" on pages 27 to 36 inclusive, of the 
Annual Report, which section is incorporated herein by reference. 


ITEM 6 - MARKET FOR THE SECURITIES OF THE COMPANY 


The common shares of the Company are listed on the Toronto, Montreal, Vancouver and New York stock exchanges 
under the trading symbol TLM. The Company's 7.25% (US$) Unsecured Debentures, 7.125% (US$) Unsecured 
Debentures, 9.45% Unsecured Debentures, Series A and 9.80% Unsecured Debentures, Series B, and all outstanding 


unsecured medium term notes, trade in the over-the-counter market. 


ITEM 7 - DIRECTORS AND OFFICERS 


Information is given below with respect to each of the current directors and officers of the Company. The term of office 
of each director expires at the end of the 1998 Annual Meeting. Information with respect to direct or indirect beneficial 
ownership of, or control or direction over, the voting securities of the Company by the directors and all officers is 

included on page 3 of the Management Proxy Circular for the 1998 Annual Meeting of Shareholders (the "Management 


Proxy Circular") under the heading "Shareholdings of Directors and Officers", which is incorporated herein bv reference. 


DIRECTORS 
Year First 
Name and Municipality of Became Principal Occupation or Employment for the 
Residence Director Past Five Years or More 
Donald J. Anderson** 1996 President of Glassel Ventures Inc. (oil and gas and real 
Calgary, Alberta estate investment company); from 1991 to 1996, Director of 
Canada Newfoundland Offshore Petroleum Board; from 1987 
to 1994, oil and gas industry consultant; from 1953 to 1987, 
held various positions with Shell Corporation (international 
natural resource company) with latest responsibility being 
Production Operations Manager in the North Sea 
Robert A. Bandeen, O.C.°° 1982 Chairman and President of Cluny Corporation (management 
Toronto, Ontario company) since 1986 
Roy F. Bennett*® 1982 Chairman of Bennecon Limited (management consultants); 
Etobicoke, Ontario prior to February 1995, President of Bennecon Limited 
James W. Buckee'* 1992 President and Chief Executive Officer of the Company; prior 
Calgary, Alberta to May 1993, President and Chief Operating Officer of the 
Company; prior to August 1991, Manager, Planning of BP 
Exploration Company Ltd. (natural resource company) 
Clement W. Dumett'** 1992 Corporate Director, Retired; prior to January 1991, President 


Calgary, Alberta of UNOCAL Canada Limited (natural resource company) 


Year First 


Name and Municipality of Became Principal Occupation or Employment for the 
Residence Director Past Five Years or More 
Dale G. Parker**® 1993 


Vancouver, British Columbia 


Stella M. Thompson?? 1995 
Calgary, Alberta 


Peter N.T. Widdrington'*° 1982 
London, Ontario 


Margaret K. Witte’? 1995 
Medina, Washington 


Member of Executive Committee 


Member of Pension Funds Committee 
Member of Governance and Nominating Committee 


SCC NCL 
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Corporate Director and Public Administration and Financial 
Institution Advisor; prior to January 1998, President and Chief 
Executive Officer of Workers' Compensation Board of British 
Columbia; prior to November 1994, President of White Spot 
Limited (food services company) and Executive Vice- 
President of Shato Holdings Ltd. (food processing and 
services and real estate company); prior to November 1993, 
Executive Vice-President and Chief Financial Officer of Shato 
Holdings Ltd.; prior to November 1992, Chairman and Chief 
Executive Officer of British Columbia Financial Institutions 
Commission (regulator of financial institutions) 


Principal of Governance West Inc. (a company providing 
consulting services relating to corporate governance); 
President of Stellar Energy Ltd. (energy and management 
consulting company); prior to June 1991, Vice-President, 
Planning, Business Information & Systems of Petro-Canada 
Products (petroleum refining and marketing company) 


Chairman of the Board of the Company; Chairman of Laidlaw 
Inc. (international transportation and emergency health care 
services organization); President and Chief Executive Officer, 
Cuddy International Corporation (producer, turkey hatching 
eggs and poults); December 1991 to November 1995, 
Chairman of The Toronto Blue Jays Baseball Club 
(professional baseball club); prior to December 1991, 
Chairman of John Labatt Limited (management holding 
company) 


Chairman, President and Chief Executive Officer of Royal 
Oak Mines Inc. (mining company) since 1990 


Member of Audit Committee (constituted in accordance with Section 171 of the CBCA) 
Member of Management Succession and Compensation Committee 


OFFICERS 


Name and Municipality 
of Residence 


Office held with Talisman Energy Inc. or Predecessor Company 
and Principal Occupation or Employment for the Past Five Years or More 


Peter N.T. Widdrington 
London, Ontario 


James W. Buckee 
Calgary, Alberta 


Edward W. Bogle 
Calgary, Alberta 


T. Nigel D. Hares 
Calgary, Alberta 


Joseph E. Horler 
Calgary, Alberta 


Robert W. Mitchell 
Calgary, Alberta 


Robert M. Redgate 
Calgary, Alberta 


M. Jacqueline Sheppard 
Calgary, Alberta 


Bruce G. Waterman 
Calgary, Alberta 


Ardith D. Wagner 
Calgary, Alberta 


Christine D. Lee 


Chairman of the Board of the Company; Chairman of Laidlaw Inc. (international 
transportation and emergency health care services organization); President and 
Chief Executive Officer, Cuddy International Corporation (producer, turkey 
hatching eggs and poults); December 1991 to November 1995, Chairman of The 
Toronto Blue Jays Baseball Club (professional baseball club); prior to December 
1991, Chairman of John Labatt Limited (management holding company) 


President and Chief Executive Officer of the Company; prior to May 1993, 
President and Chief Operating Officer of the Company; prior to August 1991, 
Manager, Planning of BP Exploration Company Ltd. (natural resource company) 


Vice-President, Exploration of the Company; prior to June 1992, held senior 
positions in the Company 


Vice-President, Frontier and International Operations of the Company; prior to 
September 1994, Director of Planning of Alyeska Pipeline Service Company; 
prior to 1992, Business Advisor to Chief Executive of BP Gas (natural resource 
company) 


Vice-President, Marketing of the Company since 1987 


Vice-President, Canadian Operations of the Company; prior to October 1994, 
Vice-President, Operations 


Vice-President, Human Resources and Corporate Services of the Company; 
prior to May 1992, held senior positions with the Company and an affiliated 
company in the United States 


Vice-President, Legal and Corporate Projects, and Corporate Secretary of the 
Company; prior to August 1993, a Calgary-based partner in the national law firm 
of Blake Cassels & Graydon 


Vice-President, Finance and Chief Financial Officer of the Company; prior to 
January 1996, Senior Financial Manager, Financial Operations of Amoco 
Corporation (natural resource company); prior to June 1994, Assistant Controller 
of Amoco Canada Petroleum Company Limited; prior to June 1991, Manager, 
Accounting of Amoco Chemical Company 


Assistant Secretary of the Company; prior to May 1993, Assistant Secretary of 
Encor Inc. (natural resource company) 


Assistant Secretary of the Company; prior to May 1997, held administrative 


Calgary, Alberta positions in the Company 


ITEM 8 - FORWARD-LOOKING STATEMENTS 


Certain statements in the “General Development and Description of the Business” section of the Company’s Annual 
Information Form and in the “Management’s Discussion and Analysis” and the descriptions of the Company’s 
world-wide properties in the Company’s Annual Report contain forward-looking statements. These statements include, 
among others, statements regarding outlook on oil and gas prices, estimates of future production, business plans for 
drilling and exploration, the estimated amounts and timing of capital expenditures and anticipated future debt levels and 
rovalty rates. Information concerning reserves may also be deemed to be forward-looking statements as such estimates 
involve the implied assessment that the resources described can be profitably produced in future. Forward-looking 
statements are based on current expectations, estimates and projections that involve a number of risks and uncertainties 
which could cause actual results to differ from those anticipated by the Company. These risks include, but are not 
limited to: the risks of the oil and gas industry (e.g., operational risks in exploring for, developing and producing crude 
oil and natural gas; risks and uncertainties involving geology of oil and gas deposits; the uncertainty of reserve 
estimates; the uncertainty of estimates and projections relating to production, costs and expenses; potential delays or 
changes in plans with respect to exploration or development projects or capital expenditures; and health, safety and 
environmental risks); risks in conducting foreign operations (e.g., political and fiscal instability in nations where the 
Company does business); the possibility that government policies may change or governmental approvals may be 
delaved or withheld; and price and exchange rate fluctuations. Additional information on these and other factors which 
could affect the Companv’s operations or financial results are included in the Annual Report under the headings 
“Management’s Discussion and Analysis - Sensitivities”, “- Risks and Uncertainties”, and “- Outlook”, and in the 
Company's other reports on file with Canadian securities regulatorv authorities and the United States Securities and 


Exchange Commission. 


ITEM 9 - ADDITIONAL INFORMATION 


The Company will provide to anv person or company upon request to the Assistant Secretary of the Company: 


(a) when the securities of the Company are in the course of a distribution pursuant to a short form prospectus or a 
preliminary short form prospectus has been filed in respect of a distribution of its securities: 


i. one copy of this Annual Information Form, together with one copy of anv document, or the pertinent 
pages of any document, incorporated herein by reference; 


ii. one copy of the comparative consolidated financial statements of the Company for the vear ended 
December 31, 1997, together with the report of the auditors thereon, and one copy of any interim 
financial statements of the Company issued subsequent to the annual financial statements; 


iii. one copy of the Management Proxy Circular of the Company dated March 4, 1998 in connection with the 
Annual Meeting of Shareholders of the Company to be held on May 5, 1998; 


iv. one copy of any other document or report which is incorporated by reference into the preliminary short 


form prospectus or the short form prospectus and is not required to be provided under (i) to (iii) above; or 


(b) at any other time, one copy of any other document referred to in paragraphs (a)(i), (ii) and (iii) above, provided 
that the Company may require the payment of a reasonable charge from such person or company who is not a 
security holder of the Company. 


Additional information regarding directors' and officers' remuneration and indebtedness, principal holders of the issuer's 
securities, options to purchase securities and interests of insiders in material transactions, is contained in the Company's 
Management Proxy Circular. Additional financial information is provided in the Company's comparative consolidated 


financial statements for the vear ending December 31, 1997. 


Copies of the Company's 1997 Annual Report may be obtained upon request from: 


Investor Relations and Corporate Communications Department 
Talisman Energy Inc. 

Suite 2400, 855 Second Street S.W. 

Calgary, Alberta T2P 4J9 

E-Mail: tln@talisman-energy.com 
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TALISMAN ENERGY INC. 
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS 
IMMANAGEMENT PROXY CIRCULAR 


May 5 1998 


TALISMAN 


= N = R G nA 


NOTICE OF ANNUAL MEETING OF SHAREHOLDERS 


NOTICE IS HEREBY GIVEN that the Annual Meeting of the Shareholders (the “Meeting”) of TALISMAN ENERGY INC. 
(the "Company") will be held in the Crystal Ballroom of the Palliser Hotel, 133 Ninth Avenue S.W., Calgary, Alberta, 
Canada, on Tuesday, May 5, 1998 at 11:00 a.m. (local time) for the following purposes: 


1. to receive the annual report and the consolidated financial statements of the Company for the vear ended 
December 31, 1997 together with the report of the auditors thereon; 


i) 


to elect directors for the ensuing vear; 
3. to appoint the auditors for the ensuing vear; and 


4. to transact such further and other business as may properly come before the Meeting or any adjournment 
thereof. 


Holders of record of Common Shares unable to attend the Meeting in person are requested to complete 
the enclosed form of proxy and return it in the envelope provided to the Company's Transfer Agent and 
Registrar, Montreal Trust Company of Canada, 6th Floor, 530 Eighth Avenue S.W., Calgary, Alberta, 
T2P 3S8, by the close of business on the last business day preceding the Meeting or any adjournment 


thereof, or have it presented at the Meeting. 


Only holders of record of Common Shares of the Company at the close of business on March 20, 1998 will be entitled to 
vote at the Meeting, except to the extent that a person has transferred any such shares of the Company after that date 
and the transferee of such shares establishes proper ownership and requests, not later than 10 days before the Meeting, 
to be included in the list of shareholders eligible to vote at the Meeting; in the latter event, the transferee is entitled to 


vote such Common Shares at the Meeting. 
DATED at Calgary, Alberta this 4th day of March, 1998. 


BY ORDER OE THE BOARD 
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MANAGEMENT PROXY CIRCULAR 
AS OF MARCH 4, 1998 


GENERAL 


This management proxy circular (the "Circular") is furnished in connection with the solicitation of proxies by and on 
behalf of management of TALISMAN ENERGY INC. (the "Company") for use at the Annual Meeting of Shareholders of 
the Company (the "Meeting") to be held in the Crystal Ballroom of the Palliser Hotel, 133 Ninth Avenue S.W., Calgary, 
Alberta, Canada, on Tuesday, May 5, 1998 at 11:00 a.m. (local time) and at any adjournment thereof, for the purposes 
set forth in the attached Notice of Meeting. 


SOLICITATION OF PROXIES 


Proxies in the enclosed form are solicited on behalf of the management of the Company. Solicitation of proxies will be 
primarily by mail but proxies may also be solicited personally or by telephone by employees of the Company. The cost 
of such solicitation will be borne by the Company. In the event of an interruption in mail service, a shareholder may 
deposit proxies in the enclosed form with any Canadian office of Montreal Trust Company of Canada or in the United 
States with The Bank of Nova Scotia Trust Company of New York at One Liberty Plaza, New York, New York, 10006. 


The persons named in the enclosed form of proxy to represent shareholders at the Meeting are directors or officers of the 
Company. A shareholder has the right to appoint a person (who need not be a shareholder of the Company), other than 
those named in the enclosed form of proxy, to represent such shareholder at the Meeting. To do so, a shareholder must 
insert such other person's name in the blank space provided on the form of proxy or complete another proper form of 
proxy. Properly executed forms of proxy must be received no later than the close of business on the last business day 
preceding the Meeting or any adjournment thereof by Montreal Trust Company of Canada, 6th Floor, 530 Eighth 
Avenue S.W., Calgary, Alberta, T2P 3S8, or be presented at the Meeting. 


RECORD DATE 


The record date for determining shareholders entitled to receive Notice of the Meeting has been fixed by the directors at 
March 20, 1998. Accordingly, a person named in the list of shareholders prepared as of that date will be entitled to 
vote at the Meeting, except to the extent that the person has transferred the ownership of any Common Shares 
("Common Shares") of the Company after March 20, 1998 and the transferee thereof produces properly endorsed share 
certificates, or otherwise establishes that such transferee owns the Common Shares, and demands not later than 10 days 
before the Meeting that the transferee's name be included in the list of persons entitled to vote at the Meeting, in which 


case the transferee will be entitled to vote such Common Shares at the Meeting. 


VOTING OF PROXIES 


The Common Shares represented by each proxy hereby solicited will be voted or withheld from voting on any ballot that 
may be called for at the Meeting with respect to any matter to be acted upon in accordance with the choice specified by 
the shareholder on the form of proxy. Where no such choice is specified in a proxy hereby solicited, the 
Common Shares represented thereby will be voted "for" each matter identified in the Notice of Meeting. 
The enclosed form of proxy confers discretionary authority on the proxyholder in respect of amendments 
to matters identified in the Notice of Meeting or other matters that may properly come before the Meeting 
or any adjournments thereof. As of the date of this Circular, the management of the Company is not 
aware of any amendments or other matters to be presented for action at the Meeting other than those 


identified in the Notice of Meeting. 


REVOCATION OF PROXIES 


A shareholder may revoke a proxy before it is exercised by depositing an instrument in writing executed by the 
shareholder or by such shareholder's attorney authorized in writing at the registered office of the Company, located at 
Suite 2400, 855 Second Street S.W., Calgary, Alberta, T2P 4J9, at any time up to and including the last business dav 
preceding the day of the Meeting or any adjournment thereof, or with the chairman of the Meeting on the day of the 
Meeting or any adjournment thereof, or in any other manner permitted by law. If a shareholder who has completed and 
returned a proxy attends the Meeting in person and votes, any such votes cast by the shareholder will be counted and 


the proxy will be disregarded. 


VOTING SHARES AND PRINCIPAL HOLDERS THEREOF 


At March 4, 1998, there are outstanding 109,645,806 Common Shares of the Company entitled to be voted at the 


Meeting and each such Common Share is entitled to one vote. 


To the knowledge of the directors or officers of the Company, there is no single shareholder who beneficially owns or 
exercises control or direction over Common Shares carrving more than 10 per cent of the voting rights attached to the 
Common Shares. The Canadian Depository for Securities Limited may hold in excess of 10% of the Common Shares for 


the benefit of its participants. 


ly 


SHAREHOLDINGS OF DIRECTORS AND OFFICERS 


Information is given below with respect to direct or indirect beneficial ownership of, or control or direction over, 
Common Shares of the Company (i) by all nominees for director, (ii) by all current directors and all officers of the 


Company as a group, and (iii) by all nominees for director and all officers of the Company as a group. 


Common Shares 


Name of Beneficial Owner Beneficially Owned’ 


Donald J. Anderson Nil 
Robert A. Bandeen 2,500 
James W. Buckee 38,591 
Paul J. Hoenmans Nil 
Dale G. Parker 5,000 
David E. Powell 549 
Stella M. Thompson 1,200 
Peter N. T. Widdrington 10,035 
Margaret K. Witte 1,200 
All current directors and all officers as a group 89,374 7 
All nominees for director and all officers as a group 84,9137 


1 The information as to Common Shares beneticially owned, directly or indirectly, or over which control or direction is exercised, 
not being within the knowledge of the Company, has been supplied by all current directors, nominees for director and oflicers 
individually. The information is current as of February 25, 1998. 

Represents .O82% of outstanding Common Shares of the Company. 

Represents .076% of outstanding Common Shares of the Company. 
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ELECTION OF DIRECTORS 


The board of directors is elected annually and consists of such number as fixed from time to time by resolution of the 
directors, such number being not less than four and not more than 20. The number of directors to be elected at the 
Meeting is currently fixed at nine. Each elected director will hold office until the next annual meeting or until his 


successor is duly elected or appointed. 


Roy F. Bennett who has been a director since 1982 and Clement W. Dumett who has been a director since 1992 have 
indicated that they do not intend to stand for re-election to the board at the Meeting. It is proposed that Paul J. 


Hoenmans and David E. Powell be nominated for election as directors in their place. 


Management of the Company proposes to nominate for election as directors at the Meeting the persons listed in the 
following table. All proposed nominees have consented to be named in this Circular and to serve as directors if elected. 
Management has no reason to believe that any of the nominees will be unable to serve as directors but, should any 
nominee become unable to do so for any reason prior to the Meeting, the persons named in the enclosed form of proxy, 


unless directed to withhold from voting, reserve the right to vote for other nominees at their discretion. 


The following table sets forth information with respect to each of the nominees for election as a director, including all 
positions currently held with the Company and principal occupation or employment for the past five vears or more. 
Each of the nominees has served as a director of the Company since the vear he or she first became a director, with the 


exception of Paul J. Hoenmans and David E. Powell who are nominated for election at this Meeting. 


Present Principal Occupation or Employment 


Year First Became (including all positions currently held with the 
Name and Municipality Director of the Company), and Principal Occupation or 
of Residence Company Employment for the Past Five Years or More 
Donald J. Anderson~’ 1996 President of Glassel Ventures Inc. (oil and gas and 
Calgary, Alberta real estate investment company); from 1991 to 


1996, Director of Canada Newfoundland Offshore 
Petroleum Board; from 1987 to 1994, oil and gas 
industry consultant; from 1953 to 1987, held 
various positions with Shell Corporation 
(international natural resource company) with latest 
responsibility being Production Operations Manager 
in the North Sea 


Robert A. Bandeen, 0.C.*° 1982 Chairman and President of Cluny Corporation 
Toronto, Ontario (management company) since 1986 
James W. Buckee " 1992 President and Chief Executive Officer of the 
Calgary, Alberta Company; prior to May 1993, President and Chief 


Operating Officer of the Company; prior to August 
1991, Manager, Planning of BP Exploration 
Company Ltd. (natural resource company) 


Paul J. Hoenmans Corporate Director; from 1985 to September 1997 
Aspen, Colorado Executive Vice-President of Mobil Oil Corporation 

(integrated international natural resource company) 
and Director and Member of the Executive 
Committee of Mobil Corporation (integrated 
international oil, gas and chemicals company) and 
Mobil Oil Corporation; from 1986 to 1996, 
President, Exploration & Producing Division, Mobil 
Oil Corporation 


Dale G. Parker*° 1993 Corporate Director and Public Administration and 
Vancouver, Financial Institution Advisor; prior to January 1998, 
British Columbia President and Chief Executive Officer of Workers' 


Compensation Board of British Columbia; prior to 
November 1994, President of White Spot Limited 
(food services company) and Executive Vice- 
President of Shato Holdings Ltd. (food processing 
and services and real estate company); prior to 
November 1993, Executive Vice-President and 
Chief Financial Officer of Shato Holdings Ltd.; prior 
to November 1992, Chairman and Chief Executive 
Officer of British Columbia Financial Institutions 
Commission (regulator of financial institutions) 


David E. Powell Corporate Director; Chairman of the Board of 
Calgary, Alberta Petroleum Industry Training Service (Canadian non- 
profit organization that serves the petroleum 
industry worldwide by identifying training and safety 
needs and establishing standards); from 1991 to 
1995, President and Chief Executive Officer, Home 
Oil Company Ltd. (natural resource company) 


Present Principal Occupation or Employment 


Year First Became (including all positions currently held with the 
Name and Municipality Director of the Company), and Principal Occupation or 
of Residence Company Employment for the Past Five Years or More 
Stella M. Thompson” 1995 Principal of Governance West Inc. (a company 
Calgary, Alberta providing consulting services relating to corporate 


governance); President of Stellar Energy Ltd. 
(energy and management consulting company); 
prior to June 1991, Vice-President, Planning, 
Business Information & Systems of Petro-Canada 
Products (petroleum refining and marketing 


company) 
Peter N. T. Widdrington ’*° 1982 Chairman of the Board of the Company; Chairman 
London, Ontario of Laidlaw Inc. (international transportation and 


emergency health care services organization); 
President and Chief Executive Officer, Cuddy 
International Corporation (producer, turkey hatching 
eggs and poults); December 1991 to November 
1995, Chairman of The Toronto Blue Jays Baseball 
Club (professional baseball club); prior to December 
1991, Chairman of John Labatt Limited 
(management holding company) 


Margaret K. Witte’? 1995 Chairman, President and Chief Executive Officer of 
Medina, Washington Royal Oak Mines Inc. (mining company) since 1990 

/ Member of Executive Committee 

2 Member of Audit Committee (constituted in accordance with Section 171 of the Canada Business Corporations Act) 

3 Member of Management Succession and Compensation Comittee 

4 Member of Pension Funds Committee 

5 Member of Governance and Nominating Committee 


APPOINTMENT OF AUDITORS 


It is proposed that a resolution be presented at the Meeting for the reappointment of Ernst & Young, Chartered 
Accountants, as auditors of the Company, to hold office until the next annual meeting of shareholders. Ernst & Young 


have been auditors of the Company for more than five vears. 


COMPENSATION OF DIRECTORS AND OFFICERS 


SUMMARY OF EXECUTIVE REMUNERATION 


Aggregate Compensation 


During the 1997 financial year ended December 31, 1997, there were eight Executive Officers of the Company who 
received, in the aggregate, cash remuneration of $2,807,855.80. For this purpose, "Executive Officers" means the 
President and Chief Executive Officer, and Vice-Presidents or other persons in charge of a principal business unit or 
function of the Company or its subsidiaries. The aggregate value of all other remuneration furnished to the eight 
Executive Officers during the financial vear was $80,512.48 comprised of the value of Company-supplied vehicles and 


parking. 


Individual Compensation 


The following table sets forth all annual and long-term compensation of the individuals who were, at December 31, 
1997, the Chief Executive Officer and the next four most highly compensated officers of the Company (collectively the 
"Named Executive Officers"), for the 1995, 1996 and 1997 financial vears of the Company. 


Table 1: Summary Compensation 


Long Term 
Compensation 
Annual Compensation Awards 


Bonus/ 


Name and Variable Other Annual Securities Under All Other 
Principal Salary Pay’ Compensation Option Granted Compensation*® 
Position Year ($) ($) 


President and Chief 

Executive Officer 1997 604,333 232,700 

James W. Buckee 1996 515,001 360,500 
1995 450,361 198,000° 


Vice-President, Frontier 


and International 1997 224,417 20,337 
Operations 1996 195,501 15,519 
T. Nigel D. Hares 1995 180,253 12,604 
Vice-President, 
Canadian Operations 1997 225,667 20,618 
Robert W. Mitchell 1996 202,500 16,036 
1995 193,750 15,936 
Vice-President, Finance 
and Chief Financial 1997 215,583 68,000 19,470 
Officer 1996 191,375 112,371° 11,689 
Bruce G. Waterman’ 1995 -- -- 
Vice-President, Legal 
and Corporate Projects, 1997 206,750 18,892 
and Corporate Secretary 1996 186,624 14,994 
M. Jacqueline Sheppard 1995 175,372 14,533 


1 Bruce G. Waterman was appointed to his current office with the Company on January 8, 1996, and as such was an officer for 
11.75 months in 1996. 

2 Amounts listed are variable pay unless otherwise noted. Variable pay for 1997 is pavable on April 1, 1998. 

3 Includes the value of the Talisman Savings Plan and life insurance premiums paid by Talisman on behalf of the Named Executive 

Officer. 

Includes a non-pensionable Christmas bonus of $371. 

Includes a non-pensionable Christmas bonus of $200 (no with-holding tax required). 

Includes a non-pensionable performance bonus of $40,000. 

Includes a non-pensionable performance bonus of $20,000. 

Perquisites and personal benefits comprising more than 25 per cent of the aggregated value included value of a bridge financing 

housing loan of $40,825 in 1995. This loan was provided on the hire and subsequent relocation of T. Nigel D. Hares and was 

repaid in full in June 1995. 
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Stock Option Program 


The following table sets forth stock options granted under the Company's Stock Option Plan (the "Plan") during the 
financial vear ended December 31, 1997 to each of the Named Executive Officers. Further information as to the 


operation of the Plan is set forth under the Management Succession and Compensation Committee Report. 


Table 2: Option Grants During the Most Recently Completed Financial Year 
Market Value 


% of Total of Securities 

Options Underlying 

Securities Granted to Exercise or Options on the 
Under Option Employees in Base Price Date of Grant Expiration 
Name Granted (#) Financial Year ($/Security) ($/Security) Date 
James W. Buckee 50,000 2.9% $42.55 $42.55 May 5, 2007 
T. Nigel D. Hares 20,000 1.16% $42.55 $42.55 May 5, 2007 
Robert W. Mitchell 20,000 1.16% $42.55 $42.55 May 5, 2007 
Bruce G. Waterman 20,000 1.16% $42.55 $42.55 May 5, 2007 
M. Jacqueline Sheppard 20,000 1.16% $42.55 $42.55 May 5, 2007 


Options to purchase Common Shares of the Company set forth in Table 2 were granted by the Company on May 6, 
1997 and are exercisable in total or in part on or after May 5, 2000 at an exercise price equal to the fair market value 
of the Common Shares on the date immediately prior to the grant of the options. In accordance with the terms of the 
Plan, these options expire on voluntary termination of employment (other than retirement). On retirement, options can 
be exercised within two vears of retirement or before the expiry date, whichever is earlier. In the event of death of an 
optionee, the optionee's legal representative may exercise options within a 12-month period or before the expiry date, 
whichever is earlier. 


At December 31, 1997, 915,000 options to acquire Common Shares of the Company were held by individuals who were 
Executive Officers of the Company during 1997. Including the options described in Table 2, options to acquire a total of 


190,000 Common Shares were granted during 1997 to eight Executive Officers at a weighted average price of $42.55. 


The following table sets out the details of options exercised and the aggregate value realized by the particular Named 
Executive Officer during 1997 and, in addition, sets out the aggregate number of outstanding exercisable options 
awarded to each of the Named Executive Officers, categorized as being either exercisable or unexercisable as at 
December 31, 1997, together with the value (if any) of such options at the end of the vear. The value of an option is 
calculated by subtracting from the market value of the Company's Common Shares at December 31, 1997 (or the date 
of exercise as the case may be), the exercise price of the option which exercise price is less than that market value, 
multiplied by the number of such options awarded to (or exercised by) the Named Executive Officer. The closing trading 


price of the Company's Common Shares on the Toronto Stock Exchange on December 31, 1997 was $43.75. 


Table 3: Aggregated Option Exercises During the Most Recently Completed Financial Year and 
Financial Year End Option Values 
Aggregate Value of Unexercised 
Securities Value Unexercised Options at in-the-Money Options at 
Acquired Realized December 31, 1997 December 31, 1997 


on Exercise $ $ 
Exercisable Unexercisable | Exercisable Unexercisable 


James W. Buckee 70,000 1,434,845 
T. Nigel D. Hares Nil Nil 
Robert W. Mitchell 4,000 148,650 
Bruce G. Waterman Nil Nil 
M. Jacqueline Sheppard 15,000 379,188 


3,181,250 1,245,500 
218,438 819,500 
1,106,875 819,500 
Nil 773,563 
209,063 819,500 


In 1997, 110,000 options were exercised by Executive Officers. 


e 
/ 


Defined Benefit Pension Plan 


The Company provides all of the Named Executive Officers with retirement benefits in the form of a registered defined 
benefit plan called the Supplementary Pension Plan for Executives of Talisman Energy Inc. (the “Supplementary Pension 
Plan”). In addition to the Supplementary Pension Plan, all executives are also eligible for participation in a Special 
Pension Agreement funded through a Retirement Compensation Agreement. The Special Pension Agreement is a non- 
registered plan, which tops up pension payments, where annual accruals are in excess of the prescribed maximum 
allowable under the Income Tax Act. In addition to the Named Executive Officers listed in Table 1, three other officers 
participated in the Special Pension Agreement and Supplementary Pension Plan in 1997. 


The Supplementarv Pension Plan and Special Pension Agreement are non-contributory, defined benefit plans which 
provide for an annual accrual of two per cent of the Best Average Earnings (BAE) and Final Average Award (FAA). BAE 
is defined as the average of the best three vears' compensation (actual base pay for the period prior to January 1, 1998). 
FAA means (in respect of service after December 31, 1993) the average award during the four consecutive vears prior to 
December 31, 1997. 


Tables 4 and 5 show the estimated annual pension for participants of both the Supplementary Pension Plan and the 


Special Pension Agreement, and of the Special Pension Plan only, respectively. 


Table 4: Pension Plan for Participants in Both Special Pension Plan and Supplementary Pension 
Agreement ($ per year) 

Remuneration ($) Years of Service 

15 20 25 30 35 
175,000 52,500 70,000 87,500 105,000 122,500 
200,000 60,000 80,000 100,000 120,000 140,000 
225,000 67,500 90,000 112,500 135,000 157,500 
250,000 75,000 100,000 125,000 150,000 175,000 
300,000 90,000 120,000 150,000 180,000 210,000 
350,000 105,000 140,000 175,000 210,000 245,000 
400,000 120,000 160,000 200,000 240,000 280,000 
450,000 135,000 180,000 225,000 270,000 315,000 
500,000 150,000 200,000 250,000 300,000 350,000 
550,000 165,000 220,000 275,000 330,000 385,000 
600,000 180,000 240,000 300,000 360,000 420,000 
650,000 195,000 260,000 325,000 390,000 455,000 
700,000 210,000 280,000 350,000 420,000 490,000 
750,000 225,000 300,000 375,000 450,000 525,000 
800,000 240,000 320,000 400,000 480,000 560,000 
850,000 255,000 340,000 425,000 510,000 595,000 
900,000 270,000 360,000 450,000 540,000 630,000 
950,000 285,000 380,000 475,000 570,000 665,000 
1,000,000 300,000 400,000 500,000 600,000 700,000 


Years of service credited in the Special Pension Agreement and Supplementary Pension Plan where applicable, as at 
December 31, 1997, are as follows: James W. Buckee - 20.58; Robert W. Mitchell - 21.00; Bruce G. Waterman - 1.916; 
T. Nigel D. Hares - 3.33; and M. Jacqueline Sheppard - 4.33. Years of service credited on normal retirement at age 65 
would be as follows: James W. Buckee - 33.92; Robert W. Mitchell - 34.16; Bruce G. Waterman - 19.50; 

T. Nigel D. Hares - 21.33; and M. Jacqueline Sheppard - 27.42. James W. Buckee's pension payable from the 
Supplementary Pension Plan and Special Pension Agreement will be reduced by an amount payable by a previous 
emplover for the period May 1977 to June 1992. Pensions payable are in the form of a life annuity, with a 60% 
survivor benefit provided to the surviving spouse in the event of death of the Named Executive Officer. The benefits 


listed above are not subject to any offsets such as Canada Pension Plan or Old Age Security. 


Table 5: Pension Plan for Participants in Supplementary Pension Plan Only ($ per year) 


Remuneration ($) Years of Service 

15 20 25 30 35 
175,000 25,833 34,444 51,667 
200,000 25,833 34,444 43,056 51,667 60,278 
225,000 25,833 34,444 43,056 51,667 60,278 
250,000 25,833 34,444 43,056 51,667 60,278 
300,000 25,833 34,444 43,056 51,667 60,278 
350,000 25,833 34,444 43,056 51,667 60,278 
400,000 25,833 34,444 43,056 51,667 60,278 
450,000 25,833 34,444 43,056 51,667 60,278 
500,000 25,833 34,444 43,056 51,667 60,278 
550,000 25,833 34,444 43,056 51,667 60,278 
600,000 25,833 34,444 43,056 51,667 60,278 
650,000 25,833 34,444 43,056 51,667 60,278 
700,000 25,833 34,444 43,056 51,667 60,278 
750,000 25,833 34,444 43,056 51,667 60,278 
800,000 25,833 34,444 43,056 51,667 60,278 
850,000 25,833 34,444 43,056 51,667 60,278 
900,000 25,833 34,444 43,056 51,667 60,278 
950,000 25,833 34,444 43,056 51,667 60,278 
1,000,000 25,833 34,444 51,667 


Employment Contracts and Termination of Employment Arrangements 


At December 31, 1997, the Company had employment contracts in place for all Vice-Presidents of the Company. This 
arrangement provides for pavment of two vears' compensation (including base salary plus target variable pay, plus 
benefits) in the event of a change in control of the Company. An employment contract with the President and Chief 
Executive Officer provides for two and a half vears' compensation (including base salary plus target variable pay, plus 
benefits) in the event of a change in control of the Company. 


The Company's Stock Option Plan also allows for the full vesting of all unvested options for all optionees in the event of 


a change in control. 


Composition and Role of the Management Succession and Compensation Committee 


The Company's executive compensation program is administered by the Management Succession and Compensation 
Committee (the “Compensation Committee”) of the board of directors. The Compensation Committee has, as part of its 
mandate, responsibility for the remuneration of the officers of the Company. The Compensation Committee also 
evaluates the performance of the Company's officers and reviews the design and competitiveness of the Company's 
incentive compensation programs. During 1997, the members of the Compensation Committee were: 

Robert A. Bandeen, Donald J. Anderson, Stella M. Thompson and Peter N.T. Widdrington. With the exception of 

Peter N.T. Widdrington who has been the chairman of the Company since May 1, 1996, none of the members of the 
Compensation Committee is, or has ever been, an officer or an emplovee of the Company or any of its subsidiaries. The 


Compensation Committee meets at least twice annually, or more often as needed and met four times in 1997. 


MANAGEMENT SUCCESSION AND COMPENSATION COMMITTEE REPORT 


Introduction and Objectives 


The compensation philosophy of the Company is to reward emplovees, including the Chief Executive Officer and all 
officers, commensurate with personal achievements and the success of the Company. In doing so, all salaried emplovees 
place an element of compensation at risk. This provides the Company with flexibility and the individual with incentive 
to out-perform expectations. The objectives of the compensation programs are to attract, retain and motivate high- 


quality staff, and to provide a sense of proprietorship. 


Compensation Program Design 


Total compensation for all salaried staff including the Chief Executive Officer and all officers consists of four elements: 
base pay, variable pay (both of which are paid in cash), long-term incentives and benefits. Variable pay, which has been 
in place for seven years, is an integral element of compensation necessarv to keep an individual’s total compensation at 


a competitive level. The levels of variable pay (as a percentage of actual base earnings) are as follows: 


Position 1997 Variable Pay Target 1997 Variable Pay Rang 
President and Chief Executive Officer 
Officers 


*1998 variable pay targets for payout in 1999 have increased to 40% (President and Chief Executive Officer) 
and 35% (Officers). 


The combination of base pay and variable pav targets is referred to as "total cash target compensation" and is the basis 
on which market competitiveness is evaluated. For the majority of 1997 total cash target compensation was aimed at 
the 50"-75" percentile of a comparator group comprised of select senior oil and gas producers. In response to an 
extremely competitive marketplace in Canada, the UK and internationally, a pavline adjustment program was 
implemented December 1, 1997. The program was designed to move the corporate pavline position to the 75‘-90" 
percentile of a comparator group of 40 of our peer Canadian oil and gas companies. Additionally, independent 
consulting studies are undertaken annually to verify market competitiveness of total cash target compensation, long- 
term incentives and other benefits. This analysis examines each job position independently, comparing various factors 
such as scope, responsibility, reporting relationship and decision-making against similar positions with the comparator 


group. 


The compensation system is designed to ensure that total cash compensation received by the Chief Executive Officer and 
officers, as with all salaried staff, will be significantly higher than comparable positions in comparable companies when 
the Company performs well, and significantly lower than the market total cash compensation if the Company under- 
performs. The weighting of corporate objectives versus individual objectives in determining variable pay is split 70/30 
for the Chief Executive Officer and 50/50 for the officers. Corporate objectives relate to factors including, but not limited 
to, cash flow per share, income, reserves, production volumes, capital expenditures, per barrel of oil equivalent costs 
(finding and development, operating and general and administrative), share price appreciation relative to select senior 
oil and gas producers, health safetv and environmental performance, and leadership effectiveness. Measurable, defined 
objectives are set annually to address these standards and other strategic initiatives. The Compensation Committee also 
applies a subjective analysis of strategic leadership issues in determining final total cash compensation. Variable pay 
owing in respect of the current vear is paid in a lump sum in April of the following vear after a full assessment of 


individual and corporate results. 
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The long-term incentive program is comprised of stock options granted annually by the Compensation Committee to the 
Named Executive Officers as shown in Tables 2 and 3, and other employees. Pursuant to amendments implemented on 
March 4, 1998, outside directors will in future be eligible for stock options under a separate Director Stock Option Plan 
rather than under the current employee Stock Option Plan. The stock option program only has value to the extent that 
additional shareholder value is created over time. Stock options are viewed as an important aspect of total 
compensation for senior staff, serving to align the interests of executives with that of the shareholders. Option grants 


increase with the employee's level in the organization. 


Options are granted at the market value of the Common Shares on the day prior to the date of the grant and in a 
number determined to be competitive within the upstream oil and gas industry through independent consulting surveys. 
Option grants can be increased to respond to specific corporate or individual circumstances as a means of increasing 


incentive. Stock options are 100% vested after three vears and expire if not exercised within 10 vears of issuance. 


In addition to base pay, variable pay and stock options, various perquisites and other benefits are provided on a market 
competitive basis. Corporate officers are also eligible to receive non-pensionable performance bonuses. These bonuses 
are usually project-related and acknowledge extraordinary achievements. 


1997 Executive Compensation 


Total compensation of the Named Executive Officers was reviewed at a Compensation Committee meeting in March 
1997. Asa result of this review, merit increases and market adjustments were approved for the Named Executive 
Officers. Following a special meeting of the Compensation Committee in November 1997, each of the Named Executive 
Officers received a market adjustment effective December 1, 1997. Total 1997 base salary earnings are shown in Table 
ih 


In determining the variable pay for all officers, 1997 corporate performance was reviewed against targets previously set 
out under the heading “Compensation Program Design”. 


The performance of all officers in 1997 was reviewed against the individual targets established on January 1, 1997, 
which are a subset of the corporate performance targets. Based on these detailed reviews, variable pay for 1997 was 


approved as shown in Table 1 and will be paid on April 1, 1998. 


Compensation of the Chief Executive Officer 


Total compensation for the Chief Executive Officer was reviewed at a Compensation Committee meeting in March 1997. 
Annual base pay was increased to $624,000, resulting in a target total cash compensation of $842,400. Following a 
special meeting of the Compensation Committee in November 1997, the Chief Executive Officer received a market 


adjustment December 1, 1997, bringing annual base pay to $700,000 and target total cash compensation to $945,000. 


= 


This total compensation picture for the Chief Executive Officer is reflective of the new corporate payline target of 75'"- 
90" percentile of industry, with emphasis on senior Canadian upstream producers. It also recognizes the significant 
increase in responsibility following the rapid expansion of the Company, both internationally and in Canada. For 
reference, Talisman's oil and gas production has increased from about 37,400 barrels of oil equivalent per day in 1992 
to more than 203,000 barrels of oil equivalent per day in 1997. Commensurately, the size and scope of the Chief 


Executive Officer position has increased. 


The variable pay of the President and Chief Executive Officer is driven largely by corporate performance and reflects the 
Company’s outstanding performance in 1997. The amount pavable in respect of 1997 performance, as shown in 
Table 1, will be paid on April 1, 1998. 


Submitted by the Management Succession and Compensation Committee of the board of directors of 
Talisman Energy Inc. 


Robert A. Bandeen, Chairman 
Donald J. Anderson 

Stella M. Thompson 

Peter N. T. Widdrington 


PERFORMANCE GRAPH 


The following graph shows the performance of the Company's Common Shares relative to the TSE 300 and the TSE Oil 
and Gas Producers Index from the period December 31, 1992 to December 31, 1997. 
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REMUNERATION OF DIRECTORS 


For the year ended December 31, 1997, each director of the Company, other than the chairman of the board, was 
paid an annual fee of $18,500. The chairman of the board received an annual fee of $100,000 and an expense fee 
of $7,500 to cover secretarial support, telephones, faxes and entertainment. Each director also received an 
attendance fee of $1,100 for each meeting of the board of directors attended. In addition, each committee member 
was paid an annual fee of $3,000 ($3,500 for the chairman of a committee) for each committee on which he/she 
served and an attendance fee of $1,100 for each committee meeting attended. Directors are eligible to participate 
in the Company's Director Stock Option Plan. In addition, directors are reimbursed for their travelling expenses. 
Directors who were full-time salaried employees of the Company, or any subsidiary thereof during the year, received 


no remuneration for serving as directors of the Company. 


INDEBTEDNESS OF DIRECTORS AND OFFICERS 


During the year ended December 31, 1997 there was no indebtedness to the Company of directors, nominees for 


directors, executive officers, senior officers, or any associate or affiliate of any of the foregoing. 


DIRECTORS' AND OFFICERS’ INSURANCE 


The directors and officers of the Company are covered by a directors' and officers' liability insurance policy issued in 
the name of the Company. This policy covers all of the directors and officers of the Company and its subsidiaries. 
The premium pavable by the Company for the vear January 1, 1998 to January 1, 1999 is US $30,000. The 
Company and its directors and officers will be indemnified under this policy for anv insured payments or liabilities 
arising out of claims made against directors and officers. The policy has an aggregate limit of indemnity of US$50 


é 


million in excess of a self insured retention of US$2.5 million. 


ADDITIONAL INFORMATION 


Copies of the Company's management proxy circular, the Annual Report which contains the comparative financial 
statements of the Company, any interim financial statements of the Company subsequent to those statements 
contained in the Annual Report, and the Company's Annual Information Form for the fiscal year ended 

December 31, 1997, as filed with the Canadian and New York stock exchanges and securities commissions, and 
with the United States Securities and Exchange Commission under Form 40-F, may be obtained without charge by 
contacting the Investor Relations Department, Talisman Energy Inc., Suite 2400, 855 Second Street S.W., Calgary, 
Alberta, T2P 4J9, or by E-Mail at thm@talisman-energy.com. 


DIRECTORS' APPROVAL 


The contents and the sending of this Circular have been approved by the directors of the Company. 
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